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NEW FORMS OF STATE DEBTS 


B. U. RATCHFORD 
Duke University 


The form and content of debt contracts change from decade to decade and from 
generation to generation. For this there are many reasons. One reason is that 
of convenience. Changing economic conditions render obsolete some debt stipu- 
lations and make necessary the introduction of new ones. Another reason is 
found in the tendency of the Western world for the past two centuries to give 
increased recognition to human rights in contrast with property rights. As a 
matter of public policy we have outlawed some of the harsher provisions of debt 
contracts. A third and perhaps the most important reason is to be found in 
human psychology. The spending of borrowed funds is pleasant but the repay- 
ment of the debt is likely to be disillusioning and painful. The individual or 
state which finds itself beavily in debt often, by unspoken vow or constitutional 
amendment, resolves never again to permit itself to become so burdened. But 
time softens memories and both individuals and states again become susceptible 
to the lure of easy purchasing power, especially if the new debt contract looks less 
forbidding than the old. 

During the past 20 years important changes have taken place in the form of 
public debts and in the manner in which those debts are incurred. It is pro- 
posed here to describe and evaluate some of those changes as they affect the 48 
American states. As an introduction to that task, however, it is necessary to re- 
late briefly the historical background of the problem. 


I 


Before 1840 state legislatures in this country were free to borrow without limit 
in the name of the state. Between 1820 and 1840 most states borrowed freely 
and many of them suffered acute financial embarrassment in the depression which 
followed 1840. Altogether, nine states defaulted on their debts, while several 
others very narrowly escaped that humiliation. As a result, voters in many 
states adopted constitutional amendments which either forbade all borrowing or 
required that all proposals to borrow should be ratified by a referendum vote. 
Developments during Reconstruction in the South gave added impetus to this 
movement and now approximately three-fourths of the states have debt limita- 
tions in their constitutions. Those limitations vary considerably in severity and 
in the procedure which they prescribe for the approval of borrowing proposals. 
About half of them forbid all borrowing, which means that every loan must be 


1Cf., for example, F. I. Shaffner, The Problem of Investment, chap. viii. 
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authorized by a constitutional amendment. The other half permit legislatures 
to authorize borrowing provided the act is approved by the electorate.? 

The courts were called upon to interpret these constitutional provisions and 
to define the word “debt” as used in the various constitutions. Limitations of 
space forbid an adequate discussion of court interpretations at this point. Suf- 
fice it to state that by 1920 the courts in several states had developed what is 
known as the “‘Special Fund Doctrine’. The scope and content of this doctrine 
is vague and varies from state to state. In general it means that the court may 
approve the action of the legislature in authorizing the issue, by a state or a state 
agency and without the approval of the people normally required by the constitu- 
tion, of obligations which are not general liabilities of the state but which are to 
be paid, principal and interest, solely from special fund revenues. Such obliga- 
tions are really bonds but are frequently labeled by such titles as “debentures” 
or “certificates of indebtedness”. Examples of revenues earmarked for their 
service are: (1) income from public lands or similar state assets; (2) net income 
from state enterprises established from the proceeds of the borrowing; (3) collec- 
tions from special taxes levied especially to pay the obligations. The last cate- 
gory has been extended to include almost any tax revenues which do not go into 
the general fund of the state, even though the taxes were not originally levied for 
debt service. Gasoline and motor vehicle tax revenues are the ones most often 
affected. 

In 1929 the Supreme Court of South Carolina carried the special fund doctrine 
to its absurd extreme by approving the issue, without popular approval, of obli- 
gations to be serviced primarily from highway revenues but which also carried 
the pledge of the full faith and credit of the state.t For all practical purposes this 
decision nullified the constitutional debt limitation. To date no other court has 
followed this case. 

Obligations of the type described above are frequently termed, generally and 
loosely, “‘revenue bonds” although they fall far short of meeting the specifications 
of a true revenue bond. Probably the best definition of such bonds is that given 
by Knappen as follows: 


Revenue bonds are all those bonds of political units that are payable as to principal and in- 
erest exclusively from the earnings, or (in case of a sale of the property) from other non-contrib- 
tuted assets, of a specified revenue-producing enterprise, for the acquisition, construction, im- 
provement, or operation of which enterprise the bonds were issued. (Italics in original.) 


During the past 20 years there has been an enormous increase in the use of lim- 
ited obligation bonds by state and local governments and their agencies. Few 
of the obligations discussed below, however, are revenue bonds, although their 


2 For a more extended discussion of these provisions see the author’s recent book Amer- 
ican State Debts, chap. xvii. 

3 For such a discussion see ibid., chap. xviii. 

4 State v. Moorer, 152 S.C. 455 (1929). 

5 Laurence 8S. Knappen, Revenue Bonds and the Investor, p. 1. See also Federal Emer- 
gency Administration of Public Works, Revenue Bonds Financing by Political Subdivisions, 
and John F. Fowler, Jr., Revenue Bonds. 
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issue has often been justified by arguments applicable only to such bonds. This 
misuse or abuse of the concept of revenue bond has been a source of confusion and 
constitutes a danger of some of the new forms of debt. 

The federal government’s lend-spend program during the past eight years has 
been a powerful stimulus to the development of new forms of state indebtedness. 
Often states or their agencies had to raise funds quickly in order to take advan- 
tage of federal grants. Even if voters were willing to approve borrowing, the 
constitutional procedure in some states was so slow that funds could not be made 
available in time. In other states, state officials wanted to participate in the 
federal program despite opposition by the voters. Federal officials offered many 
suggestions for avoiding bothersome debt limitations and on one occasion Presi- 
dent Roosevelt threatened to stop federal construction grants to Georgia unless 
that state found a way of circumventing its constitutional restrictions on borrow- 
ing. The R.F.C. and the P.W.A. quite generally accepted revenue or limited 
obligation bonds in return for funds loaned to states and their agencies. 

The debts discussed below do not carry the “full faith and credit” of the states 
and in most instances they do not appear in the formal debt statements of the 
respective states. On the other hand, they are not debts of local governments. 
They are a part of that growing indebtedness which falls between state debts and 
local debts. This article does not purport to cover all of that twilight zone but 
only that part of it which includes activities which are primarily state rather than 
local in character. Even here the coverage cannot be entirely accurate or com- 
plete for two reasons: first, it is very difficult in some cases to determine whether 
certain boards, commissions, or authorities which issue bonds are primarily state 
or local in scope; and, second, it is impossible to get complete figures since many 
of the agencies do not publicly report bond sales or publish financial statements. 

In recent years the construction and maintenance of highways and bridges 
have absorbed more state funds than any other single function. It is quite 
natural, then, that several of the new forms of debts should result from this activ- 
ity. The first four forms of debts discussed below are concerned with roads and 
bridges. 


II 


One form of highway debt which has been used extensively in the past two dec- 
ades but which is now declining in importance is known as the reimbursement 
agreement. Its use came about in this way. A state either could not or did not 
borrow enough to build all the roads desired. The state, or in some instances a 
highway department with wide powers, would enter into an agreement with 
counties or road districts whereby the latter would issue and sell bonds and either 
turn the proceeds over to the state or use them to build parts of the state highway 
system according to state specifications. In return the state would agree to 
reimburse the counties or districts out of future highway revenues as they became 
available for construction purposes and were allocated to the respective units in 
accordance with an established formula. In some instances the state agreed to 
pay only principal while in others it agreed to pay both principal and interest. 
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On the surface the above arrangement would seem to produce two debts: one 
of the counties or districts to the public and one of the state to the counties or 
districts. But the courts, by application of their accepted doctrines, produced 
a form of legerdemain and held that there was not even one debt within the mean- 
ing of the constitution. The state had not given an unconditional promise to 
pay; rather it had agreed to pay if, as, and when funds became available from a 
specific source. With only a few exceptions the courts agree that such a promise 
is not a debt for constitutional purposes. On the other hand, the obligations 
issued by the counties or districts do not constitute a debt within the constitu- 
tional meaning since they are not to be paid by local taxpayers but from the funds 
received from the state.’ Therefore the local units were free to issue and sell 
such bonds without limit, unhampered by statutory or constitutional debt limits. 
In two states, however, Kentucky and West Virginia, the courts have refused to 
approve such contracts by the state without the consent of the people, holding 
that the state’s promise is a true debt. 

Use of the reimbursement agreement is likely to cause over-borrowing and 
discrimination between counties. There is little to deter a county from borrow- 
ing, since it expects the state to repay the debt. On the other hand, if it borrows 
most it gets the most roads, at least for the present. Thus if one county borrows 
heavily others are almost forced to do likewise, and the matter becomes a race 
between counties to see which can borrow most. In North Carolina “‘the prac- 
tice resulted in a very inequitable distribution of state funds, since it discrimi- 
nated in favor of the counties which were willing to advance money to the 
state’’.® 

Several states have used the reimbursement method. North Carolina used it 
beginning in 1921 at a time when it was borrowing most heavily by direct bond 
issues. But the system soon became so unfair and discriminatory that it was 
stopped and most of the debts to the counties were paid off in 1927 from the pro- 
ceeds of a state bond issue, although a small amount still remains outstanding. 
Other states which have made extensive use of the practice are South Carolina, 
Tennessee, and Wisconsin. Georgia used the method for a time but in 1932 the 
state, by a constitutional amendment, formally assumed the principal of the debt 
by issuing to the counties non-interest-bearing certificates to the amount of 
$26,667,909. One tenth of these are paid each year, beginning in 1936. Ten- 
nessee is gradually absorbing its reimbursement debt into its regular state debt 
by issuing state bonds to retire the county bonds as the latter become due or 
callable or as they can be purchased on favorable terms. On June 30, 1940, five 
states had outstanding reimbursement debts amounting to approximately 
$64,000,000; of this amount South Carolina owed $17,093,000, Tennessee, $19- 
684,000, and Wisconsin, $19,429,000.!° 


6 See State v. Moorer, 152 S.C. 455 (1929) and cases cited. 

7See Briggs v. Greenville County, 137 S.C. 288 and cases cited. 

8 Crick v. Rash, 190 Ky. 820 (1921); Berry v. Fox, 114 W.Va. 513 (1934). 
°C. K. Brown, The State Highway System of North Carolina, p. 183. 
10 Bureau of the Census, State and Local Government Debt: 1940, p. 28. 
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Another form of state highway debt, even less tangible and definite than the 
above, has arisen from the action of states in appropriating highway funds to 
assist local units in servicing road and bridge bonds. Fifty years ago the entire 
responsibility for building and maintaining roads rested upon local governments. 
With the development of the automobile it became desirable and necessary for the 
the states to assume the responsibility for financing the more important high- 
ways. When the states recognized their responsibilities by taking over the roads 
the local governments began to insist that the state should go further and assume 
the responsibility for the debts which were incurred to build those roads. The 
acute financial distress of many local governments after 1930 made the demands 
more insistent and in some states led to demands that the state take over all road 
bonds, whether or not they were issued to build roads which were later incor- 
porated into the state highway system. In several states the demands were met. 

Arkansas was one of the first states to take action; that state formally assumed 
the local bonds. In 1927 the state assumed $83,136,477 of the bonds of local 
road improvement districts. At the same time the state started on its own am- 
bitious borrowing and road-building program. The supreme court of the state 
approved the action, although the state constitution forbids the state to “assume 
or pay the debt liability of any county, town, city, or other corporation what- 
ever” unless the debt was incurred ‘‘to repel invasion, suppress insurrection or 
to provide for the public welfare and defense”. The debt thus assumed re- 
mains a part of the regular state debt; on June 30, 1940, the amount outstanding 
was approximately $37,500,000. 

Florida incurred no highway debt directly but proceeded under the reimburse- 
ment plan. By 1929 the local units were in such distress that the state appro- 
priated the proceeds from two cents of the gasoline tax to help them pay their 
road debts; this was later increased to three cents. The funds are allocated to 
local units according to an elaborate formula; if the state funds are not sufficient 
to service all road and bridge bonds the local units are required to make up the 
deficiency. In 1940 the gross indebtedness subject to the above arrangement 
was about $118,000,000. According to a recent report state funds amount to 
about 68 per cent of the total funds available for servicing that debt; thus it 
would seem that the state is in effect servicing a gross debt of about $80,000,000. 

Beginning in 1932 Texas has followed a plan similar to that of Florida, devot- 
ing the proceeds from one cent of the gasoline tax to the service of local debts 
incurred to build roads later taken into the state highway system. A state 
board administers the fund, using available funds to pay first the interest on, and 
then, to the extent of remaining funds, the maturing principal of, the local bonds. 
From the first, state funds have been adequate to cover all interest payments and 
in recent years they have covered all principal maturities as well. The amount 
of bonds subject to the above arrangement was about $82,000,000 in 1940. In 
1938 a consulting firm recommended that the state assume all local road bonds 


1 Bush v. Martineau, 174 Ark. 214 (1927). 
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and refund them into bonds bearing lower rates of interest but so far the state 
has not taken such action.” 

Iowa made two futile attempts to amend its constitution so as to allow the 
state to issue approximately $100,000,000 of bonds in order to refund local high- 
way bonds." Following these two reverses at the hands of the court, the state 
gave assurance that it would continue to service the bonds and made provisions 
for the counties to refund them so as to take advantage of lower rates of interest 
and to smooth out maturities. Now the state regularly appropriates sufficient 
funds to service the approximately $71,000,000 of bonds outstanding. 

Connecticut, Delaware and seven or eight other states are now providing state 
funds to service some $65,000,000 or $70,000,000 of local highway bonds, making 
a total of about $300,000,000. The total serviced in this way and through reim- 
bursement, and including the amounts assumed by Arkansas and Georgia is well 
over $400,000,000. 

All of the states named above have constitutional provisions forbidding the 
state to incur debts without the approval of the people. Several constitutions 
specifically forbid the state to assume local debts. In addition, the Texas con- 
stitution prohibits the legislature from making any grant “to any . . . municipal 
or other corporation whatsoever’. Yet only in Georgia was the question sub- 
mitted to a vote of the people; in the other states the legislature accomplished 
the informal assumption. In an effort to justify its apparent violation of the 
constitutional prohibition against grants, the Texas legislature stated in the 
original appropriation act that the state had realized a “great benefit” from the 
county expenditures and that “both a legal and a moral obligation rest upon the 
state” to repay the local units. Hence the policy was to take over and “purchase 
the equity” of the units in roads which were part of the state system. The pro- 
visions of the act were declared to be fair and equitable repayment and fully dis- 
charged “the legally implied obligations of the State...”.4 The state supreme 
court upheld the act.% 

Legally, of course, the states have not assumed the debts. They merely ap- 
propriate sufficient funds to pay interest and principal. So long as this continues 
the states are bearing the burden of the debts. And after this has continued for 
some time it is, in practice, impossible for the states to discontinue their appro- 
priations. Thus the states acquire large debts gradually and extraconsti- 
tutionally. 


IV 


A third form of state highway debt is the limited obligation based exclusively 
on highway revenues. The state issues the “debentures” or ‘‘certificates’”’ which 
are not general liabilities of the state but which are to be paid only from the pro- 
ceeds of the gasoline and motor vehicle taxes. Mississippi has made the most 


12 Norman S. Taber and Co., Report on a Survey of the Highway Indebtedness of the State 
of Texas. 

13 State v. Executive Council, 207 Iowa 923 (1929) ; Matthews v. Turner, 212 Iowa 424 (1931). 

14 Laws, 14th called Session, 42d Legislature, chap. xiii. 

18 Road District No. 4 v. Allred, 123 Tex. 77 (1934). 
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extensive use of this type of obligation. Beginning in 1936 that state has used 
this type of bond exclusively in financing its great road-building program. In 
1940 the amount outstanding was nearly $54,000,000. The use of this type of 
bond by Mississippi is somewhat puzzling since the state constitution imposes 
no restriction on the amount of general obligations the legislature may issue. 
Two possible reasons are suggested. The first is that it may have been neces- 
sary to secure support for the road-building program within the state since it 
assured the taxpayers that bondholders would never have a claim against the 
general revenues of the state. The other is that bondholders may have preferred 
this type of bond since it gives them, as noted below, a stronger legal position 
if it should ever become necessary to take legal action to collect on the bonds. 

Colorado first attempted to issue bonds of this type under the war powers, 
claiming that an insurrection threatened the state unless funds could be pro- 
vided for relief work. The state supreme court held the act invalid.° A year 
later, after the people had approved a constitutional amendment segregating 
the highway revenues into a special fund not available for general purposes, the 
court approved another similar act!’ and the state issued $25,000,000 of “revenue 
anticipation warrants.’ An essentially similar act was approved by the Kansas 
Supreme Court which held that the constitutional debt limitation applied only 
to “debts to be paid by a general property tax.’”!8 That state now has outstand- 
ing about $2,500,000 of such bonds. 

New Mexico has made extensive use of limited obligation highway debentures 
and in 1940 had $22,000,000 of them outstanding. In that state, also, the court 
has held that the debt limitation applies only to debts to be repaid from general 
property taxes.!® In 1937 the Maryland legislature authorized the Roads 
Commission of that state to issue bonds of this type; the amount outstanding 
last year was $3,358,000. The Maryland constitution does not impose a limit 
on the amount of bonds which the legislature may authorize but it does provide 
that such bonds must be retired within 15 years. This acts rather effectively, 
even if indirectly, to limit the amount. This may have been a reason for 
authorizing the new type of bonds, although the bonds now outstanding mature 
within the constitutional time limit. 

The total of bonds of this type outstanding in 1940, issued by six states, was 
approximately $110,000,000. They are sometimes called revenue bonds but 
they have none of the features of such bonds except that they lack the full faith 
and credit of a political unit. Where constitutional debt limitations exist there 
is no valid reasons why these bonds should be exempt. As the Oklahoma court 
said, these obligations bear interest, mature at definite dates, and are promises to 
pay money. “These are the evidences of debt.”®° That court disapproved 
the issue of limited obligations which were to be paid from highway revenues 


16 In re Senate Resolution No. 2, 94 Colo. 101 (1934). 

17 Johnson v. McDonald, 97 Colo. 324 (1935). 

18 State v. State Highway Commission, 138 Kan. 913 (1934). 

19 State v. Connelly, 39 N.M. 312 (1935). 

20 Boswell v. State, 181 Okla. 435, 436 (1987). This case includes a good discussion of the 
special fund doctrine. 
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because the highway revenues were a part of the general revenues of the state 
and might be used for general purposes. It was implied that if those revenues 
had constituted a special fund dedicated to use on the highways the obligations 
would have been approved. Even that position has no valid economic justifica- 
tion. The financing of highways is a major function for nearly all states. Over- 
borrowing can be dangerous in that field as well as in the field of general revenues; 
the only difference is one of degree. Further, this reasoning would permit the 
state to divide all its revenues into special funds and then borrow on all of them 
without any constitutional limit. 


The fourth and last type of state highway debt to be considered is composed of 
revenue bonds issued to finance the construction of toll roads and toll bridges. 
These may be issued either by the state highway commission, as in Kentucky 
and West Virginia, or by special authorities or commissions, as in many other 
states. Those special agencies, in turn, may issue bonds to finance several or all 
projects in the state or there may be a special agency for each project. The 
distinction between state and local activities is especially difficult in this field 
since some of the projects are managed by counties or cities or by agencies 
sponsored by them while others are under the control of state departments or of 
state-sponsored special agencies. Some of the agencies are even interstate in 
character, being formed by compacts between two or more states; Pennsylvania 
and New Jersey have formed at least two such commissions. For these reasons 
the figures given below cannot be considered final or definitive. 

Kentucky has, through its Highway Commission, used this type of financing 
for many years and with a high degree of success. Bonds issued by the Com- 
mission were outstanding in 1940 to the amount of $7,724,000. In recent years 
several special bridge commissions have been formed to finance and operate 
particular bridges. California and Pennsylvania have made the most extensive 
use of these bonds. In 1940 the California Bridge Commission owed 
$75,749,000 which was borrowed to build the Oakland-San Francisco Bridge 
and others while the Pennsylvania Turnpike Commission had outstanding 
$40,800,000 of bonds issued to construct the high-speed automobile highway 
between Harrisburg and Pittsburgh. In addition, two bridge commissions in 
Pennsylvania owed $39,554,000. In Florida the Overseas Road and Toll 
Bridge District had a debt of $3,600,000 incurred in building the causeway to 
Key West. Other states in which substantial amounts of bonds of this type 
were outstanding were: Alabama, Maryland, New York, Ohio, Washington, 
and West Virginia. The total outstanding in 14 states was approximately 
$223,000,000. 

Most of the above are true revenue bonds or close approximations thereto 
since they are serviced mainly from tolls. It is true that in some instances a 
part of the operating expenses is defrayed from state highway funds. For 
example, Kentucky provides, in respect to the bridge bonds issued by the High- 
way Commission, that “all costs of operation, maintenance, repairs, and insur- 
ance are to be paid from other State funds.”*" Thus debt service is the first and 


21 Moody’s Governments and Municipals, 1941, p. 440. 
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only claim against gross receipts of the bridges. With respect to the bonds 
issued by two separate bridge commissions, the state has assumed an even wider 
responsibility by agreeing to provide, if necessary, all funds required for opera- 
tion and debt service.” 

Alabama affords an example of three different ways in which bridge bonds 
may be serviced. The Alabama State Bridge Corporation was organized in 
1927 and issued $5,000,000 of bonds, but defaulted in 1934. The state highway 
commission leased all bridges, removed the tolls, and now pays to the Corpora- 
tion a rental sufficient to service. the $2,681,000 of bonds outstanding. The 
Alabama Bridge Authority, Inc., charges no tolls on its bridges; its $2,118,700 of 
bonds are serviced from state highway funds. The Alabama Bridge Com- 
mission has outstanding $950,000 of bonds which are serviced from tolls, although 
the state highway commission has a contingent liability in respect to certain 
operating and maintenance expenses.% Obviously the bonds of the first two 
agencies are not revenue bonds, but merely limited state obligations. Bonds 
of the last agency may be classed as true revenue bonds. 

The total of the four types of highway debt discussed above was approxi- 
mately $745,000,000 in 1940. Of that amount less than $200,000,000 is regu- 
larly included in formal debt statements issued by the respective states. Except 
for the toll road and toll bridge bonds, nearly all of the remaining bonds are 
serviced from state funds. Thus the states are in practice servicing some 
$325,000,000 of highway debts which do not appear in their debt statements. 
And of course, in the final analysis, residents of the various states bear most of 
the burden of paying the toll road and bridge bonds; in fact, that burden may be 
more definite, tangible, and annoying than if payment were made through the 
gasoline or motor vehicle taxes. So the total road and bridge debt of our states 
is somewhat more than half a billion dollars greater than appears from an 
inspection of formal debt statements. About 45 per cent of this amount is 
found in the South. 


VI 


Another form of indirect state debt which has increased many fold in the past 
ten years is the indebtedness incurred by state educational institutions. The 
major part of this increase can be accounted for by the fact that the federal 
government’s lend-spend program came at a time when the states were unable 
to make their usual appropriations for capital outlays. In a great majority of 
cases federal grants covered nearly half of the costs and the remainder was often 
provided by loans made by the R.F.C. or the P.W.A.* 

These debts have been incurred primarily to finance the construction of 
dormitories, student union buildings, dining halls, libraries and athletic facilities. 
If the projects are revenue-producing the usual procedure is to pledge net or, 
more often, gross revenues for debt service; if not, it is customary to levy a fee 


22 Tbid., p. 446. 

Ibid., p. 89. 

24On Dec. 31, 1940, the R.F.C. and the P.W.A. still held approximately $5,125,000 of 
such obligations. 
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on all students. Only rarely are bondholders given a mortgage lien on prop- 
erty of any kind; the usual security is a pledge of revenues, together with a 
promise of the issuing agency to keep the facilities fully used in so far as possible 
and to charge rates adequate to produce sufficient funds to meet interest and 
principal payments. In some cases this means that if there are not sufficient 
students to fill all dormitories they must be placed first in those for which the 
bonds were issued, leaving vacant those which are free of debt. 

Very few, if any, bonds of this type are true revenue bonds. Quite often the 
issuing agency subsidizes the project in the form of free heat, light, water, power, 
janitor service and in some instances all operating expenses. Sometimes reve- 
nues from other buildings already in existence, and constructed from general 
funds, are pledged for debt service. And in a great many of the issues fees 
ranging from $2.50 to $20 per year are levied upon students. In a few instances 
the issuing agencies have pledged no specific funds but have promised to pay 
interest and principal from general funds. Several of the bond issues sold by 
Louisiana State University are secured primarily by rentals of the buildings 
constructed from the proceeds but secondarily by a pledge of part of the col- 
lections from certain state taxes. A large issue by the Louisiana State Board of 
Education, the proceeds from which were used for educational institutions, is 
secured solely by tax collections. 

This form of borruwing is probably more widespread than any of the other 
forms discussed. According to Moody’s, state-supported educational institu- 
tions in 30 states owed $74,566,000 in 1940. Of this amount, $40,829,000, or a 
little more than half, was owed by institutions in 11 southern states. Table I 
gives the amounts outstanding in each state. Again it must be emphasized that 
the coverage is not complete. It is very difficult to get complete figures in this 
field and it is quite likely that the total is somewhat greater than is shown in the 
table. 

W:th only a few exceptions the courts have approved this method of borrow- 
ing, holding that it does not violate constitutional debt limitations. In a 
Minnesota case often cited as a precedent the court held that, while the property 
of the university was really state property, ‘‘the board could use campus rentals 
for the building of a dormitory without a legislative appropriation for such 
purpose and in spite of an appropriation for a different one. . . . The legislature 
. .. assumed to give the university that which was its own . . . neither dormitory 
nor the land upon which it is built nor other property of the university of the 
state, saving the income mentioned, shall be security.’’** This seems to be the 
position accepted in most states.27_ The Florida court approved such borrowing 
but added as a dictum that “should any attempt be hereafter made to have the 


25 For example, the University of Virginia borrowed $523,000 to aid in financing the con- 
struction of a new library. A fee of $20 per year is levied on all students to provide funds 
for debt service. 

26 Fanning v. University of Minnesota, 183 Minn. 222, 228 (1931). 

27 See, for example, McDonald v. University of Kentucky, 225 Ky. 205 (1928); Caldwell 
Bros. v Board of Supervisors of L.S.U. and A. and M. Coilege, 176 La. 826 (1933); Barbour v. 
State Board of Education, 92 Mont. 321 (1982); McLain v. Regents, 124 Ore. 629 (1928). 
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state appropriate for, or to divert any tax resources to, the retirement . . . of the 
revenue certificates . . . appropriate relief . .. may be hereafter had in due course 
of legal procedure.’’* The Wisconsin court refused to condemn borrowing by 
the university merely because it was a subterfuge devised to circumvent the - 
constitutional debt limitation. A dissenting opinion in that case, however, 
strongly stressed the moral obligation of the state and the fact that the univer- 
sity and the state were really one.2® The Georgia court has approved borrowing 
by the university but the state government, in its opposition to the New Deal 
lending program, acted to prevent the Board of Regents from participating in 
that program.*° 


TABLE I 
Bonvep INDEBTEDNESS OF STaTE-SuPPORTED EpucaTIoNAL InstiTuTIONs, 1940 
STATE AMOUNT | STATE AMOUNT 

$1,211,000 Mississippi.............. $275,000 
4,005,000 New Mexico............ 2,038 , 500 
2,427 ,000 North Carolina......... 1,741,000 
6,905,000 Pennsylvania........... 1,200,000 
480 ,000 South Carolina......... 1,276,000 
Massachusetts. ......... 450,000 Washington......:...... 332,000 


Source: Moody’s, 1941, passim. 


There are only a few decisions to the contrary. An early Utah case held that 
since the state supported the university and since all university property was 
held in the name of the state, any debt of the university was a debt of the state 
and that “these notes, therefore, both in law and in fact, are state obligations.”*! 
A more recent decision in North Dakota followed the same reasoning and arrived 
at the same result.** A further point in that case was the fact that the state 
constitution limited state debts to 30 years while the proposed debt was to run 
for 50 years. 


28 Baldwin v. Hopkins, 123 Fla. 649, 659 (1936). 

29 Loomis v. Caldwell, 196 Wis. 524 (1928). 

30 State v. Regents of the University System of Georgia, 179 Ga. 210 (1934); Georgia Laws, 
1935, Part I, Title IV, No. 20. 

31 State v. Candland, 36 Utah 406, 428 (1909). 

32 Wilder v. Murphy, 56 N.D. 436 (1928). 
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The facts are, of course, that these institutions are creatures of the state and 
dependent on the state for support. If they use some of their funds for paying 
debts they have that much less to use for other purposes. Thus their debts 
are, in effect, debts of the state. There may be some accounting or administra- 
tive advantages in tying up certain charges or fees with particular debts, but 
this could be done just as well if the state issued its own obligations for the 
benefit of the institutions. 


vil 


Another form of indirect state debt is that incurred by nominally independent 
boards or commissions in order to construct buildings which are to be rented to 
state departments or agencies. Before the bonds are sold the board which 
issues the bonds and builds the buildings enters into a contract with the respec- 
tive departments or agencies whereby the latter agree to pay an annual rental 
sufficient to cover operating expenses and debt service. This income is then 
pledged as security for the bonds. It is usually provided that when all bonds 
have been retired the buildings will be transferred to the state at a nominal price. 

The most ambitious project of this kind is that represented by the General 
State Authority of Pennsylvania which was created in 1935 by the Earle admin- 
istration in an attempt to circumvent the rigid debt limit of that state. The 
Authority was to operate under the plan described above, receiving land con- 
veyed by the state and issuing bonds which would be retired in 30 years, after 
which the property would revert to the state. The court held the act invalid 
on the ground that bonds payable from a special fund are properly outside the 
constitutional debt limitation only when issued for self-liquidating projects and 
that the contemplated projects were not self-liquidating because the funds were 
to come from state appropriations. It is also ruled that the proposed trans- 
actions were contracts for installment purchase rather than true leases.* 

Some changes were made in the lease agreements and a year later the court 
granted a rehearing because of certain “new facts’”’ which had been brought to 
its attention, namely: (1) land of the state held by the Authority had been 
exempted from execution; (2) it was shown that the state would pay less rent 
to the Authority than it was then paying; and (3) “the new leases will be 
‘straight’ leases to the commonwealth” and there was no provision for reconvey- 
ance of the land to the state. Debt service was to be a first claim on any funds 
available to the various renting institutions. The court upheld the new arrange- 
ment, defining a self-liquidating project as ‘one wherein the revenues received 


33 Pennsylvania probably has the most severe debt limitation of any state in the Union. 
Each loan must be authorized by a constitutional amendment, which must be approved by 
two consecutive sessions of the legislature and then ratified by the people. Further, no 
particular section of the constitution may be amended more often than once each five years; 
this latter is known as the five-year “time lock.’’ The Earle administration, the first 
Democratic administration since the Civil War, was eager to cooperate with the New 
Deal and to embark upon a program of capital expenditures in order to win popular sup- 
port and be able to hand out patronage. 

%4 Kelly v. Earle, 320 Pa. 449 (1936). 


f 
q 

j 

q 

: 

aks 


NEW FORMS OF STATE DEBTS 471 


are sufficient to pay the bonded debt and interest charges over a period of time. 
The source of the receipt is not important.’’® 

Of the “new facts” mentioned by the court, the only significant one was that 
the state would not get its land back, with the buildings erected thereon, when 
the bonds were retired. The land would continue to be held by a state agency, 
which is practically indistinguishable from the state itself. Under the principle 
that the source of debt service funds is not important, any state debt is self- 
liquidating so long as the state raises the necessary revenues and makes sufficient 
appropriations. On that basis a general fund debt is self-liquidating until the 
state defaults. 

Another unusual feature connected with the Authority is the arrangement for 
the sale of its bonds. The Commonwealth stands obligated to insure average 
earnings of 4 per cent on the investments of the State Employees’ Retirement 
System and the Public School Employees’ Retirement System. In January, 
1938, the systems agreed to purchase 4 per cent bonds of the Authority at par 
up to $55,000,000. Subsequent agreements increased the amount to $72,500,000 
which is apparently the amount now held,* and which represents the total debt 
of the Authority. Thus the plan is, in part, a device whereby the state provides 
an investment for the trust funds under its control at the guaranteed rate and 
to that extent represents a subsidy to the retirement systems. 

Projects similar to the above, though much smaller, are found in several states. 
In Alabama, the city of Mobile had outstanding, in 1940, $1,093,000 of bonds 
which had been issued to construct docks which are rented by the state. In 
Georgia a prison commission and a hospital authority owed $3,441,088 on ac- 
count of buildings which were built for their use. In four states—lIllinois, 
Indiana, Kentucky and Montana—armory boards owed $4,623,500 in 1940. 
These boards borrowed the money in order to construct armories which are 
rented by the national guard; the rentals are paid from state appropriations. 

Ohio has made two attempts to establish a rental arrangement whereby a 
public building authority could sell bonds to finance additions to state hospitals 
but the supreme court of that state rejected both plans. In the first case the 
court held that the proposed bonds would be a debt of the state because the 
Department of Welfare had made a binding, long-term contract to rent the 
buildings, pledging as security for the rental, among other items, revenues from 
buildings and facilities already in existence.*7 A second agreement was drawn 
up, wherein the Department of Welfare pledged only the fees of patients to be 
treated in a new building to be erected from the proceeds of the bonds. Again 
the court held the agreement invalid, stating that if the fees from patients ‘“‘may 
be diverted to the payment of the bonds in question, leaving the state with the 
clear duty to care for its wards from general revenues secured from taxation, 
the state will have certainly incurred a debt, whether it be direct or contin- 


35 Kelly v. Earle, 325 Pa. 337 (1937). 

36 Letter to the author from S. M. R O’Hara, Secretary of the Commonwealth of Penn- 
sylvania, May 26, 1941. 

37 State v. Griffith, 185 Ohio St. 604 (1939). 
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gent.’** The court then stated, clearly and succintly, the principle which is the 
nub of most of the new methods of borrowing: 


Where substantial funds which have heretofore gone into the general funds of the state 
treasury are pledged to liquidate such bonds, thereby requiring the state to seek and 
secure revenues otherwise in order to meet its obligations to care for and support its wards, 
then the obligation of those bonds does become the ultimate obligation of the state. To 
hold otherwise would result in an evasion of the constitutional limitations.*® 


Few other courts have perceived the problem so clearly. 

In New Mexico the State Office Building Commission recently asked for bids, 
to be submitted on May 26, 1941, on $1,000,000 of bonds to be sold to finance 
the construction of buildings for the use of state departments and agencies. It 
was stated that the departments and agencies, after entering into rental agree- 
ments, would not be obligated to continue to use the buildings if it could be 
shown that the rental was unjust and unreasonable and that equally desirable 
facilities were available in privately owned buildings on more advantageous 
terms.*° Practically, it would probably be impossible to establish these facts, 
but if it could be done it would destroy the security of the bonds. Another 
unusual feature of the invitation for bids was the statement that since the 
Commission had received no appropriation for preliminary expenses it would 
reserve the right to use any part of the good-faith deposit of the successful 
bidder ($10,000) to cover such expenses. In case the Commission was unable 
to deliver the bonds after accepting the bid, any unused part of the $10,000 would 
be returned; the balance would be returned when and if the legislature appro- 
priated funds for that purpose. No report of the sale of the bonds has been 
found; under the circumstances it would not be surprising if no bids were offered. 

According to available data the total of debts of this kind now outstanding is 
approximately $81,658,000. Due to the large amount issued in Pennsylvania 
the relative amount issued by southern states is quite small; only $4,734,000 of 
the total. 

Despite the Pennsylvania court’s decision, these are not true revenue bonds. 
They depend entirely upon state appropriations for their security; the route by 
which state funds are applied to their service is a little more circuitous than in 
the case of general obligations but there is no essential difference in the two. 
There is no valid economic or financial justification for the use of these obliga- 
tions rather than general state obligations. 


vir 


In addition to the debts described above there are outstanding, in many states, 
a large total of limited obligation or revenue bonds issued for a variety of pur- 
poses. By far the most important, on the basis of volume, are those issued by 
boards, commissions, or authorities, for water conservation or power develop- 
ment. Table IT gives a tabulation of such bonds as they stood in 1940. On the 


38 State v. Neffner, 30 N.E. (2d) 705, 709 (1940). 
39 Tdem. 
40° The Bond Buyer, May 17, 1941, p. 26. 
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surface at least, most of them are true revenue bonds, since they are to be serv- 
iced from the profits or income of the various enterprises. Many of the projects 
received large federal subsidies in the beginning and some may have received 
state appropriations or other state aids. Many of them are still in the con- 
struction stage and none has operated long enough to afford a basis for judging 
its eventual success.“ 

In this field it is especially difficult to separate state from local projects. 
Hundreds, if not thousands, of cities, towns, villages, and other local units have 
issued revenue bonds for water and power projects. The debts included in 
Table II are only those listed by Moody’s as being debts of state agencies; it is 
only a tentative list and there may well be others of a similar nature. 

In a large majority of cases the courts have approved the issue of these bonds.” 
In this they are economically sound since these bonds, more than any others 
except the bridge revenue bonds, are, or may be, self-liquidating. Even the 


TABLE II 


Dests or Certain StaTE AGENCIES FOR WATER CONSERVATION AND POWER 
DEVELOPMENT, 1940 


STATE AGENCY AMOUNT OF DEBT 
Water Conservation Board $2,791,500 
Various Water and Power Districts 44,096,000 
N.H. Water Resources Board 1,400,000 
Water Conservation Board 229 ,000 
Grand River Dam Authority 11,563 ,000 
S.C. Publie Service Authority 18,865,000 
Two Districts 23 , 900 ,000 


Source: Moody’s, 1941, passim. 


Oklahoma Supreme Court, which has been very strict in interpreting this phase 
of the constitutional limitation, upheld the bonds of the Grand River Dam 
Authority.“ In its reasoning the court gave a very clear and succint statement 
of the strict version of the special fund doctrine: 


The project is purely self-liquidating. The act does not pledge any existing revenues 
of the State or of the Authority, and does not pledge any revenues derived *°m taxation, 
either on an ad valorem basis or by special taxes. .. . In the event of the iailure of reve- 
nues from the properties . .. , the State is under no obligation to make up the loss.“ 


41 On December 31, 1940, the R.F.C. and the P.W.A. held approximately $66,000,000 of 
the bonds covered in Table II, or nearly two-thirds of the total. Since those organizations 
follow the policy of selling bonds as soon as the market will take them on reasonable terms, 
this would indicate that private investors do not yet consider the above bonds to be good 
risks. 

42 See for example, Kasch v. Miller, 104 Ohio St. 281 (1922); State v. Cooney, 100 
Mont. 391 (1935); Clarke v. Public Service Authority, 177 S.C. 427 (1935), and cases cited. 

43 Sheldon v. Grand River Dam Authority, 182 Okla. 24 (1938). 

44 Tbid., p. 29. ; 
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This position is economically sound and defensible; if it were generally accepted 
a large majority of the debts discussed in this paper would have been 
disapproved. 

On the other hand, the Idaho Supreme Court disapproved a project of the 
type under discussion, stating: 


Though disclaiming state liability, it is clearly the intention of the act to place the 
credit of the state, morally and in some degree financially, back of this enterprise . . . this 
so-called agency of the state is authorized to “create” a “debt or debts, liability or liabili- 
ties” which somebody, some agency, or some fund must eventually pay; and that wnder the 
authority, command, and administration of this Board.“ (Italics in original.) 


The Kansas Supreme Court rejected an essentially similar proposition.“ 

In four states, state hospitals have incurred debts for capital improvements 
and in two others, state boards of health have created small debts. Hospitals 
in two states—Louisiana with $8,650,000 and South Carolina with $1,080,000— 
account for nearly all of the total of $10,905,000. All of these institutions have 
some income from fees, but their principal reliance is upon state appropriations. 
In Louisiana the collections from a state tax are pledged for debt service, but 
nevertheless the state supreme court held that the bonds do not represent a debt 
of the state within the meaning of the constitution.‘? Institutions in southern 
states have issued $10,047,000 out of the total of $10,905,000. The Florida 
court disapproved a proposal involving $335,000 for a hospital in that state.‘* 

Finally, limited obligations have been issued in several states for miscella- 
neous purposes. Georgia owns the Western and Atlantic Railroad from which 
it receives a monthly rental of $45,000. The supreme court of the state has 
upheld an act which permits the governor, without popular approval, to sell 
warrants discounting these rentals for several years in advance.*® The state is 
in no way liable for the payment of the warrants, which depend entirely upon the 
rental payments for their security. The amount outstanding in 1940 was 
$4,670,000. At least four states—Montana, New Mexico, Washington, and 
Wyoming—have issued limited obligations based upon the rental of public lands 
in order to raise funds for the construction of state capitals. New Mexico raised 
funds for the construction of a supreme court building by issuing bonds secured 
by a fee levied upon every civil court action in the state. In Indiana and 
Kentucky state boards of agriculture have incurred small debts. In New Mex- 
ico the state penitentiary and a reform school have issued so-called revenue 
bonds. 


Ix 


The total of the debts discussed in the above categories is approximately 
$1,120,000,000. Of that amount about $820,000,000 does not appear in the 


45 State Water Conservation Board v. Enking, 56 Idhao 722, 727, (1936). 
46 State v. Atherton, 139 Kan. 197 (1934). 

47 State v. Charity Hospital, i82 La. 268 (1935). 

48 Brash v. State Tuberculosis Board, 124 Fla. 167 (1936). 

49 Wright v. Hardwick, 152 Ga. 302 (1921). 
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official debt statements of the respective states yet state finances bear the effec- 
tive burden of servicing nearly $700,000,000 of it. This is equal to more than 
25 per cent of the net debts of all states as officially reported. Of the $700,000, 
000, nearly $300,000,000, or about 43 per cent, is outstanding in southern states. 
Thus the South’s share of this debt is greater than its proportion of population, 
wealth, or income; in fact two or three times as great. 

It is not feasible to evaluate or appraise each of these methods of borrowing 
separately; indeed, limitations of space forbid any detailed appraisal of the 
methods as a group.®® Rather, it must suffice to offer a few observations on the 
advantages and disadvantages or dangers of these methods. First, however, it 
should be borne in mind that this discussion is not concerned with the question 
of borrowing or not borrowing; the point at issue is whether the state will borrow 
by the use of general state obligations and according to the procedure outlined 
by the constitution or by the use of some of the above methods without the 
popular approval normally required by the constitution. 

Probably the only real advantage of the extra-constitutional methods, from 
the economic viewpoint, is that they offer to those states with rigid debt limita- 
tions a certain degree of flexibility in managing their finances in emergencies. 
Some states have debt limitations which make borrowing very slow and difficult. 
In emergencies those states may find it desirable to borrow quickly in order to 
avail themselves of federal grants, to relieve distress, or for other similar pur- 
poses. Some of the methods which have been developed in the past 15 or 20 
years permit them to do that. Of course, this may be regarded as a criticism 
of the debt limitations rather than an advantage of the new methods; if this 
viewpoint is accepted, then those methods have no real advantage. 

The advantages claimed for the new methods are usually based on the assump- 
tion that the obligations to be issued are revenue bonds. It has been pointed 
out above that a large majority of the obligations issued or assumed by states 
and their agencies are not revenue bonds at all but merely disguised general 
obligations. But even for revenue bonds, the advantages claimed are spurious. 
One writer claims that revenue bonds allow governmental units to overcome the 
“obstacle” imposed by constitutional debt limitations and thus emancipates 
“public borrowers from the shackles imposed by archaic laws.’*' This assumes 
that debt limitations are an evil to be overcome and disregarded if possible. If 
the voters, after they have had opportunity to express themselves, do not choose 
to change the limitations nor to authorize specific borrowings, it is difficult to see 
how the use of revenue bonds as a subterfuge can be reconciled with the princi- 
ples of democratic government. Debt limitations were adopted as the result of 
experience. The use of revenue bonds is not an attempt to adjust those limita- 
tions to present needs, but rather to render them impotent by avoiding them 
entirely. 

It is claimed also that revenue bonds assure “a more equitable distribution of 
the costs of a public enterprise among the persons benefited than any other plan 


50 For a more complete treatment of this point, see American State Debts, supra, chap. 
51 Fowler, op. cit., p. 42. 
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for financing which has been devised.” This is not necessarily true. The same 
distribution of costs can be realized with general obligations as with the use of 
revenue bonds. The same fees, tolls, or charges could be levied in order to 
service general obligations as are levied to service revenue bonds. The only 
question would be whether political considerations would allow it. Further, 
this contention rests upon the benefit doctrine of the distribution of governmental 
costs, and as Knappen points out, we have been moving away from that principle 
for many years.* 

The disadvantages and dangers of the new methods are several. The most 
definite and tangible is a higher interest cost. Direct comparisons on this point 
are scarce since it is not often that both kinds of bonds are sold in the same state 
at or near the same date in comparable amounts and with comparable maturi- 
ties. In the comparisons which are available, however, the interest cost on 
revenue or limited obligation bonds was higher by amounts ranging from } per 
cent to nearly 2 per cent; in no case did the limited obligations have a lower 
interest cost than general obligations. Table III gives a few of the comparisons. 

Another disadvantage of the extra-constitutional methods of borrowing is the 
absence of effective state control over the disposition of the proceeds. Since 
the state is not supplying the funds, it will not supervise their spending as 
closely as if they were state funds. In some cases the bond proceeds are handled 
in the same way as state appropriations, but in others they are not. 

Still another, and probably the greatest, danger is the absence of any consti- 
tutional restrictions. Since these obligations are not debts according to court 
interpretation of the constitution, there are no quantitative limitations what- 
ever on their issue. The groups advocating them are usually well organized 
and effective while there is little effective opposition to their issue since they 
constitute no immediate threat to any particular group. Taxpayers as a group 
are not likely to be greatly concerned since they have been assured that the bonds 
will never be a burden on the general funds of the state. In such circumstances 
the danger of overissue is very real. 

Although the states disclaim all responsibility for these bonds, yet in practice 
there is a great moral responsibility resting upon the states. All projects 
financed by such bonds are carried out under special acts, which means that 
they have received at least the tacit approval of the state. Further, no state 
could remain unconcerned if an important agency should default on its debt. 
Investors might well be misled by the nature of the bonds, which usually bear 
the name of the state in large letters and are often signed by important state 
officials and sealed with the great seal of the state. Several states make these 
bonds legal investments for savings banks, trust funds, and fiduciaries. Finally, 
the state is morally obligated to finance its functions in a manner which is safe 
for all concerned. If it should induce investors to provide the funds for one of 
its important functions by a scheme that later proved to be unsound it would be 


52 Tbid., p. 167. 

53 Knappen, op. cit., pp. 273-274. 

54 The scandal which occurred at Louisiana State University in the summer of 1939 
grew, in part, out of the revenue bonds which that institution had been selling for years. 
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vulnerable to a charge of bad faith. The New York court reasoned along these 
lines when it held the state morally responsible in the failure of a project similar 
to some of those described above.® 

The records disclose four instances of defaults on revenue or limited obliga- 
tions thus far. In the two most important ones the states concerned have 
assumed full responsibility. In Alabama certain bridge revenue bonds were 
defaulted. The state took over the bridges and is now paying a rental sufficient 
to service the bonds. In Montana limited obligations were issued to pay for the 


TABLE III 

CoMPARISONS OF YIELDS, GENERAL OBLIGATIONS, AND LimiTED OBLIGATIONS OF STATES 

DATE STATE OBLIGATION cosr (%) 
June, 1000... 2555: Idaho Treas. Notes, G.O. 1-7 1.38 
Sept., 1989......... Idaho U. of Idaho Rev. 1-12 3.50 
Sent., 1088............ La. Board of Ed. Rev. Bonds 4-28 4.73 
a re La. Highway Bonds, G.O. 4-23 3.4 
La. L.S.U. Rev. Bonds 3-20 4.25 
Md. Gen. Obligations 3-15 1.48 
Sept., 1088......... Md. Road Comm. Rev. Bonds 1-12 2.91 
Md. Gen. Obligations 1-15 0.98 
June, 1941.......... Md. Bridge Rev. Refunding 1-20 2.08 
Sept., 1008......... N.C. U. of N.C. Rev. Bonds 2-21 3.72 
N.C. Gen. Obligations 2-11 2.07 
we. meee N.C. U. of N.C. Rev. Bonds 2-21 3.72 
May, 1989.......... W.Va. Road Bonds, G.O. 1-24 1.805 
jg pec W.Va. Bridge Rev. Bonds 5-14 2.98 
ps. : W.Va. U. of W.Va. Rev. Bonds 2-20 3.04 
W.Va. Road Bonds, G.O. 2-25 1.3885 


Source: Municipal Bond Sales, passim, and The Bond Buyer, passim. 


state capitol. They went into default and the state issued its own general 
obligations to refund them. In that case the state’s responsibility was not 
clearly presented since all the bonds were held by a public school trust fund, 
the investments of which were guaranteed by the state. In Arizona a small 
issue of bonds owed by a state school is in default; the school has asked the 
legislature for sufficient funds to end the default. The fourth default ison bonds 
issued by the University of Iowa; no settlement has been reached regarding 
them. 

There may be other defaults in the strenuous days ahead. The national 
defense program or war may seriously reduce the enrollment of educational 
institutions, leave them with surplus plant facilities, and impair their finances 


55 Williamsburgh Savings Bank v. State, 248 N.Y.S. 231 (1926). 
56 Lodge v. Ayers, 91 P(2d) 691 (1939). 
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generally. The rationing of gasoline or a drastic cut in automobile production 
may threaten the safety of bonds based upon highway taxes or bridge tolls.5” 
If there should be defaults considerable pressure, direct or indirect, would be 
exerted upon the states to persuade them to render financial assistance. 

One reason which may impel the states to come to the rescue in times of 
trouble is the strong legal position of the holder of limited obligations. In one 
respect these holders enjoy a stronger position than the holder of general obliga- 
tions. If a state should decide to repudiate its general obligations the holders 
of such bonds would have no remedy since they may not sue a state. But the 
holders of special obligations always have a lien on certain specified revenues; 
that lien is embodied in the bond and constitutes a contract which the state may 
not break. If the state or its agency should attempt to use those funds for other 
purposes, bondholders may ask a federal court for relief in the form of an in- 
junction. This would impound the funds and keep them beyond the control 
of the state.** Thus if a dependable source of revenue is pledged for the limited 
obligations they may represent a better risk than general obligations. In 
addition, if the pledged revenues are not adequate, there is still the chance that 
the state may provide aid from its general funds. The reverse of this proposi- 
tion, however, will not operate for the benefit of the holders of general obligations. 


x 


In conclusion, it may be said that most of the new methods of borrowing are 
new only inform. Basically the majority of them still constitute a burden upon 
the general funds of the state. Even where this is not true immediately it is 
likely to be true if the project for which the bonds were issued should experience 
financial difficulties. Limited obligation and revenue bonds have no inherent 
advantages over general obligations and do have several disadvantages and 
dangers, not the least of which is the fact that they add confusion and obscurity 
to a financial situation which is already far from clear. They bear a higher 
interest cost than general obligations and are conducive to overborrowing and 
lax financial control. Their widespread use has, in effect, nullified constitutional 
debt limitations with respect to large areas of state finance. If those limitations 
are to remain effective they should be restated in terms so simple and forceful 
that even a lawyer may understand that a promise to pay money is still a debt, 
in the constitution or elsewhere. 


57 The first mention of the possibility of ‘‘gasolineless Sundays’’ caused certain bridge 
and highway revenue bonds to decline from 1} to 1} points on the New York market. The 
New York Times, June 5, 1941, p. 33. 

58 Hubbell v. Leonard, 6 F. Supp. 145 (1933). 


MEASUREMENT OF INCOME IN SMALL GEOGRAPHIC AREAS 
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Problems which have arisen in connection with governmental aid and with 
attempts at economic control and planning have intensified the need of more 
definite information relative to the economic status of people within specific 
and comparatively small geographic sections. Incidentally, the estimates which 
will be referred to frequently in this paper are the outgrowth of a request for a 
statement as to the relative ability of the various counties of Alabama to support 
their relief burdens. In the field of private enterprise, competition and other 
factors have made careful market analyses increasingly important. It is not 
merely a question of where to concentrate sales effort but also when, depending 
upon the time and manner in which the purchasing power is released in a par- 
ticular locality. It is not the purpose of this article, however, to argue the need 
of income estimates for small areas but rather to direct attention to concepts and 
procedures which can be followed in preparing the estimates. 


I 


The concept of income which is practical depends upon the purpose for which 
the estimates are being prepared. If one is interested primarily in the contribu- 
tions of the county! to the net product of the state or nation, it is well, in so far 
as possible, to measure the income derived from the labor and wealth employed 
in it.2. This ‘income derived” concept is likewise of value in showing the rela- 
tive importance of different industries in the economic life of the county. The 
fluctuations in each type of activity and shifts among various lines can also be 
traced. Itshould be borne in mind, however, that such estimates do not measure 
directly the flow of income to individuals. Payments to individuals within a 
specified period of time may either exceed or be less than the net product depend- 
ing upon whether business savings are negative or positive. If we design our 
measurements to reflect payment to individuals, it should be realized that such 
estimates of “income paid out” include amounts going to persons living outside 


1 In this article the term county is used to represent all small areas. A majority of the 
statements and procedures can be applied to any small area. In studying income in 
geographic areas smaller than the state, the county becomes the logical unit for the reason 
that the U. S. Bureau of the Census and a number of other agencies have accepted the 
county as the unit for reporting statistics. For some purposes it may be advisable to 
group the counties into larger areas. 

2 Income as thus defined comprises the net value of all commodities and services pro- 
duced in the county. The question immediately arises as to whether the net product of 
labor and other factors of production should be accredited to the county in which the 
production processes are carried on, or to the place of residence of the laborers and persons 
possessing claims to the other factors of production. The writer has found it more prac- 
tical in setting up estimates for counties to allocate the net value figures to the county 
in which the production takes place. 


479 


480 W. M. ADAMSON 


of the county considered and hence should not be used for a number of purposes 
including the calculation of the per capita income of residents of the county. 

In studies involving comparisons of income in geographic areas as small as a 
county the interest is generally centered upon the income received by individ- 
uals within the county. This concept of “income received” is of especial interest 
from the standpoint of measuring the economic and social welfare of the people 
and similarly for the purpose of determining market potentials. With this in 
mind, estimates should include all income received by persons residing in the 
specified county regardless of where the income originated. In addition to 
compensation received by individuals for their labor or for the services of their 
property in connection with current production, “income received’’ includes 
pensions, insurance payments, compensation for injuries, social security benefits, 
charity and direct relief payments and other items which do not represent pay- 
ments for services currently rendered. In addition to payments in cash, “in- 
come received” includes payments in kind to employees, products retained by 
entrepreneurs for their own consumption (primarily on farms) and services of 
durable consumers’ goods. Profits from the sale of property may rightly be 
included in the income of the residents of one county, especially when the pur- 
chaser lives in another locality. 

The transfer of income from its original recipient to other persons in the form 
of gifts, charities, remittances to dependents, relatives, students, etc., takes on 
increased importance as the geographic area covered by the estimates is de- 
creased. If the transfer takes place among individuals in the same county the 
transfer affects the distribution of income but not the amount, whereas, if the 
transfer is made across county lines the amount of income in the counties in- 
volved is affected as well as its distribution. The transfer may take place 
through the medium of public agencies as well as private. For instance, if taxes 
are collected in one county, but the governmental services are rendered primarily 
in another, the value of such services constitutes a part of the income of the last 
mentioned county and the tax payment reduces the effective income in the other 
county. 

Unfortunately, it is not possible to follow consistently any of the above men- 
tioned concepts in the actual preparation of income estimates. In attempting 
to measure income in any area, particularly in small areas, the research worker 
necessarily will be guided to a very large extent by the nature of the existing 
source material. The results, however, should be summarized so as to show the 
component items in as much detail as is practical in order that the aggregates 
can be modified or interpreted best to meet the needs of those using the esti- 
mates. For example, in determining market potentials, primary emphasis is 
placed upon income which is available for commitment, that is, “spendable 
income.” Income received in kind or as services is of interest only to the extent 
that it releases other income. In contrast nonmonetary income is of direct 
interest in measuring the economic well-being of the people, for in such cases the 
interest may well be in the income “consumed” or available for consumption. 
In determining the economic strength of a community for the purpose of apprais- 
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ing its relative ability to finance relief or other activity, receipts from charities 
and direct relief should be eliminated. In this connection, estimates of “income 
derived” might be of value in pointing up possible means of tapping the flow of 
income before it leaves the community. 


It 


There are several possible approaches to the study of income. Conceptually a 
complete census of income might be preferred but the cost is prohibitive. Fur- 
thermore, it is questionable whether accurate information relative to income can 
be collected by means of enumeration. The results obtained through the in- 
clusion of the income question on the population schedule in the 1940 Census 
undoubtedly will be disappointing. Question has arisen as to the significance 
of certain items reported and further limitations are imposed by lack of funds 
to tabulate the data. Detailed statistics probably will be published only for 
states and larger cities. 

Another possibility is that of intensive study of selected areas such as the 
Consumer Purchases Study.’ This type of analysis is necessarily restricted to a 
comparatively few localities and does not afford comparisons between counties 
for which information is needed. It should be emphasized, however, that these 
intensive studies are extremely valuable in testing the validity of certain as- 
sumptions which underlie the statistical procedures discussed later. 

The Minnesota Income Study sponsored by the Minnesota Resources Com- 
mission is indicative of the type of state-wide study which can be made provided 
ample funds are available. This study comprises detailed tabulations and 
analyses of information taken from state income tax returns and unemployment 
compensation reports, supplemented by a field survey conducted on a sample 
basis. This research survey was started in August, 1938, with an original appro- 
priation of approximately a half million dollars of W. P. A. funds. 

With limited funds perhaps the most practical approach to the study of income 
in any large number of counties is by means of careful analyses of statistics 
compiled for the most part by governmental agencies including those which 
assemble statistical information as a by-product of administrative functions.‘ 
Occasionally it is possible to supplement the information taken from secondary 
sources with original tabulations but direct inquiries ordinarily must be very 
limited because of the cost involved. Whenever possible the statistical proce- 
dures should be checked by studies of the relation of the various indicators to 
income—for instance, the relationship between rent or value of owned homes and 
the income of the occupants. 

In carrying through the statistical studies, two approaches appear logical. 
In one, the estimator would proceed by setting up an estimate of the income of 
the people within each county based upon analyses of data for the specific county 


3 U.S. Department of Agriculture and U. S. Department of Labor in cooperation with 
the Works Projects Administration. 

4 In order to make the information serviceable, it is frequently necessary to have special 
tabulations prepared. 
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independent of other areas. The other procedure consists in first determining 
as accurately as possible the amount of income received from specific sources 
in the state as a whole, and then apportioning these amounts among the counties 
by means of indicators which, although not satisfactory as direct measures of 
income, afford a reasonably accurate basis for allocating the state totals. 

In following the first procedure, reasonably accurate estimates of income from 
agricultural production can be built up from the data available for individual 
counties. Similarly, information relative to salary and wage income can be 
assembled for a number of activities. Difficulty is soon encountered, however, 
due to the fact that a substantial portion of even the wage and salary income is 
not covered by the Bureau of the Census or any other agency. Furthermore 
practically no information relative to professional earnings or entrepreneural 
income is available by counties. County statistics typically relate to the volume 
of production or sales, which cannot be translated into income without making 
assumptions as to the relationsljip between the county and state in regard to a 
number of factors. For instance, the United States Census of Retail Distribu- 
tion supplies data on the volume of net sales by various types of retail stores but 
gives no information relative to entrepreneural profits. It is not possible to 
supplement the Census figures by means of an analysis of county income tax 
returns or of the operating results of retail stores in the specific county, but these 
supplementary analyses can be made on a state or national basis. Once the 
income figure is determined for the entire state, a reasonably accurate allocation 
to the counties can be made by means of the “gross return” from retailing, that 
is, the gross margin on sales less wages and salaries. 

Even in studies which cover only a few counties within a state or possibly 
selected counties in a number of states, the estimator is obliged to make assump- 
tions as to the relationship between the specific county or counties and the states 
in which they are located. Accordingly, when the study is designed to include 
all the counties in one or more states, it appears definitely preferable to follow 
the second approach, namely, first to determine the state totals in as much 
detail as possible and then to apportion the component items to the counties. 
In following this procedure, however, estimates for certain items including wages 
and salaries in reported occupations and imputed rent and mortgage interest on 
residential property are built up from the county statistics and then merged with 
other items which are distributed to the counties. In other words, from a prac- 
tical standpoint the two approaches blend. The chief advantage of accepting 
the second as a point of departure is that the assumptions underlying the esti- 
mates are frequently recognized more clearly and followed through more sys- 
tematically. 

Extending the basis of the estimate to include the state as a whole with the 
purpose of later distributing the state total to the various counties avoids some 
of the limitation imposed by the inadequacy of county data, but difficulty is 
encountered even in making independent state estimates of a number of factors. 
Certain items of income, including balance of international payments and 
salaries of men in the army and navy necessarily must be computed on a nation- 
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wide basis and then apportioned to the states. Even when data are tabulated 
by states they frequently cannot be used directly in the preparation of state-wide 
estimates. For instance, the state figures of income of corporations published 
annually by the United States Bureau of Internal Revenue in Statistics of Income 
do not represent income either produced or received in the specified state. In- 
stead these data comprise the aggregate income reported for taxation by all 
corporations which happen to have their principal offices, or principal places of 
business, in the state. Since many corporations operate in more than one state, 
the figures tabulated from the federal income tax returns tend to overstate 
income in the sections of the country in which large corporations typically have 
their principal offices and understates the income in states which are served by 
corporations that file their returns in other states. Estimates for individual 
states prepared independently of those for the nation as a whole would be valu- 
able and probably will be developed.’ For the present, however, it seems 
advisable to accept the state breakdown of nation-wide figures prepared by one 
of the recognized agencies,® although certain modifications or combinations of 
the estimates may be found practical. 

In order that state-wide estimates may be effectively allocated to counties it 
is essential that the state estimates be available for years in which a substantial 
number of economic series are available by counties and that the component 
items of the aggregate estimate be given. The technique of first distributing 
separately the component parts of the state total income in accordance with 
carefully prepared indicators, and then combining the estimates for the indi- 
vidual series into totals for the county lends accuracy to the aggregate deter- 
mined for the county. In addition, the component items are more significant 
for many purposes than is the globular figure. For instance the breakdown by 
sources reveals the extent to which certain counties are dependent upon one or 
two crops or industries for the larger portion of their income.’ The segregation 
of income according to population groups affords comparison not only between 
economic groups within the county, but shows variations among counties in the 
income level of persons in the same population group. The importance of 


5 The enactment of income tax and sales tax laws in a number of states and the more 
rigid requirements for the registration of corporation securities make it possible to assemble 
more information on a state basis. Likewise, data compiled by state unemployment com- 
pensation commissions and other recently established agencies will become increasingly 
serviceable. 

6 The Brookings Institution, Washington, D. C., National Industrial Conference Board, 
New York City, and National Income Section, U. S. Bureau of Foreign and Domestic 
Commerce, Washington, D. C. 

7 Estimates for Alabama show that in 1929, 17 counties were dependent upon a single 
crop, cotton, for more than 80 per cent of the cash income from agricultural production 
and in two counties wages and salaries in coal mining comprised more than 40 per cent of 
all nonfarm income. 

8 This type of comparison is essential because county aggregates and per capita figures 
based on entire population do not afford adequate comparisons between counties which 
are fundamentally different in economic structure. Since a number of commodities and 
services of importance in an agricultural economy do not pass through the market place, 
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selecting years for which a large number of economic indicators are available 
by counties cannot be overemphasized. In fact, it is doubtful whether it is 
advisable to attempt comprehensive county estimates except in decennial census 
years. Certain of the component items, however, can be estimated biennially 
or at least each five years.* Furthermore, indicators can be devised which will 
reveal current changes in the relative positions of the counties. 


Ill 


In preparing estimates of income in counties of Alabama for the year 1929,!° 
the Bureau of Business Research, University of Alabama, selected the state-wide 
estimates computed by Dr. Maurice Leven" as a point of departure. Dr. 
Leven’s estimates were chosen” because they were designed to measure income 
received by individuals and gave a breakdown of the state aggregates by popula- 
tion groups (farm and nonfarm) as well as by type of income. In analyzing 
changes from 1929 to 1935, use was made of certain of the state-wide figures 
computed by Mr. John A. Slaughter of the National Industrial Conference 
Board. 

The first step in allocating the state total income of farm population was to 
determine the income derived from agricultural production. A part of this 
income was then apportioned to persons living on farms as contrasted with 
nonfarm persons. The share going to farm persons includes the value of agri- 
cultural products consumed by operators’ families in addition to cash income 
derived from the sale of crops, livestock, livestock products, and forest products. 
Amounts received from boarders and roomers, earnings from nonagricultural 
pursuits, and interest and net rents from business property were estimated and 
merged with income in cash and kind derived from farm operations to determine 
the total income of farm population from current production.“ To these figures 


estimates typically understate the income received by persons living on farms compared 
with that of persons living in cities. For this reason an agricultural county which has 
a comparatively small nonfarm population may rank high in both farm per capita income 
and nonfarm per capita income but rank much lower in per capita income of its entire 
population. 

® In the study of income in counties of Alabama the figures for 1935 were used primarily 
to reflect changes from the 1929 level. Data available for 1935 did not warrant the prepara- 
tion of estimates for certain items including returns from nonbusiness property and profits 
from the sale of property. 

10 W. M. Adamson, Income in Counties of Alabama, 1929 and 19365. 

11 Maurice Leven, et al., America’s Capacity to Consume. 

12 Tf the state estimates of the National Income Section, U. S. Bureau of Foreign and 
Domestic Commerce, had been available at the time, use would have been made of this 
valuable information. In the preparation of 1939 estimates for counties of Alabama, 
these Department of Commerce figures probably will be accepted as the basis of the 
state-wide estimates. 

13 Income from current production should include an allowance for the value of the 
services of housewives and other unpaid family workers; but the value of such services is 
not susceptible of practical measurement. Similarly, income from all sources should 
include imputed income on all durable consumers’ goods, but it appeared impractical to 
attempt estimates except on farm dwellings, the value of which was reported in the U. S. 
Census of Agriculture, 1930. 
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was added imputed rent on farm dwellings to make up the total income received 
by farm persons from all sources. 

Rental and benefit payments received under the agricultural control program 
in 1935 were included in the estimates of income from current production in that 
year, but in the detailed tables the amounts received from the government were 
shown separately. It was found impractical to impute rent on farm dwellings 
in 1935 and hence no estimates of income from all sources in the recent year 
were prepared. 

In determining the amount of income received by nonfarm persons, county 
data of the number and earnings of wage earners and salaried employees were 
compiled from all available sources. Reports of the Bureau of the Census con- 
stituted the chief source but additional information was obtained from state 
and local financial records including budget requests. The next step consisted 
in apportioning to the counties the state total earnings in occupations and pro- 
fessions for which no county figures were available. Profits from business 
enterprises likewise had to be distributed among the counties. Estimates for 
the three groups were merged to obtain the total income from occupations and 
business. To this figure was added the county’s share of the returns from busi- 
ness property (interest, dividends, net rents and net royalties) to determine the 
total income received by nonfarm persons from current production. Lastly, 
returns from residential property (imputed rent and mortgage interest) and prof- 
its from the sale of stocks, bonds, and real estate were combined with income from 
current production to determine the aggregate income from all sources received 
by the nonfarm population in the county in 1929. 

In setting up the 1935 estimates of current production, work-relief payments 
were listed separately so that they could be deducted if desired. As in the case 
of income received by farm persons, it was found impractical to approximate 
returns from nonbusiness property or profits from the sale of property in 1935. 
Accordingly no estimate was made of nonfarm income from all sources in that 
year. 

The estimate of income from current production received by nonfarm persons 
was merged with that received by people living on farms to determine the in- 
come of the entire population derived from current activities in both 1929 and 
1935. Likewise the estimates of income received from all sources by the two 
population groups were combined in the figure designed to measure the aggre- 
gate income received in the county from all sources in 1929. 

In the above analyses, farm products were valued at farm prices and no 
allowance was made for the services of housewives or other unpaid family work- 
ers. Obviously this tends to understate the income of the farm population in 
comparison with that of persons living in cities and towns. To adjust for part 
of this understatement the value of farm products consumed could be multiplied 
by a factor which is designed to allow for the difference in farm and urban 
prices.!4 

14 Conclusions as to the relative income levels would not be materially altered. With 


due allowance for the shortcomings of the estimates, the figures do point to a real difference 
in the economic well-being of the farm and nonfarm population in Alabama. 
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It is not practical within the limits of this article to present a detailed explana- 
tion of the steps involved in setting up estimates for each of the component items 
of income. Several of the more important problems, however, are considered 
in the following section. 


IV 


The specific problems which arise in connection with the allocation of state 
totals necessarily vary with the composition of the state-wide estimate, but cer- 
tain difficulties are likely to be encountered. Among these are the determination 
of (1) earnings in occupations not covered, or only partially covered, by Census 
reports and supplementary compilations; (2) profits in business and other 
enterprises, except agriculture; (3) returns from property; (4) profits from sale 
of property; and (5) income from agricultural production. 

(1) Earnings in unreported occupations. In a majority of states no more than 
half of the gainful workers are covered by Census reports and even in the re- 
ported activities, adjustments and allocations are necessary to determine the 
total number and earnings of both wage earners and salaried employees in each 
county. For instance, the United States Census of Construction, 1930, covered 
only 25 of the 67 counties in Alabama. Estimates for the remaining counties 
were based largely upon the statistics of gainful workers in construction. Simi- 
larly in preparing the county pay-roll data for mineral industries it was necessary 
to draw upon information relative to the quantity and value of minerals produced 
in order to allocate state-wide figures. The Census data were supplemented by 
pay-roll figures taken from reports of state and local departments and institu- 
tions. Nevertheless, the number of employees and professional persons not 
included in the reported occupations remained quite large. 

In order to approximate the earnings in unreported occupations it was neces- 
sary to assume that the average earnings of employees in unreported activities 
and the income of professional persons tend to vary in proportion to the wage 
and salary level in the reported industries in the same community. The United 
States Census of Population, 1930, lists by counties the number of gainful workers 
classified according to major occupational groups. From the total number of 
gainful workers in all occupations was deducted the number of persons engaged 
in agriculture together with the number of wage earners and salaried employees 
in reported industries. The number of proprietors in retail stores was also 
deducted in order to avoid duplication between salary income and returns from 
business. The average earnings of known employees" in each county was then 
multiplied by the number of gainful workers in unreported occupations. The 
figure thus determined for each county undoubtedly overstates the actual earn- 
ings of the unreported group because a number of persons classified as gainful 
workers were not employed. However, the only purpose in computing these 
county aggregates was to have a means of distributing among counties the 


15 Exclusive of faculty in universities and colleges and of certain state employees whose 
salaries probably would not be typical of the prevailing rates in other activities in the 
county. 


: 
> 
f 
f 
H 
pe 


INCOME MEASUREMENT IN SMALL GEOGRAPHIC AREAS 487 


previously determined state-wide earnings in unreported occupations. If the 
proportion of unemployed persons was approximately the same in each of the 
counties of the state, the inclusion of unemployed workers did not materially 
reduce the accuracy of the allocation. In so far as the percentage of unemploy- 
ment varied among counties, error was brought into this part of the apportion- 
ment of income from occupations. 

(2) Profits in business and other enterprises. As mentioned above, informa- 
tion available for individual counties does not warrant a direct estimate of the 
profits from business. Accordingly the procedure was to distribute state-wide 
estimates among the counties according to measures which we refer to as ‘‘gross 
return” from business. The United States Census of Manufactures publishes 
figures designated as “value added by manufacture” which are calculated by 
deducting the cost of supplies, materials, fuels, and purchased energy from the 
value of products. If wage and salary payments are also deducted, we have a 
rough indication of the gross return in manufacturing industries. It must be 
born in mind that “gross return” includes in addition to profits, all payments of 
rent, interest, insurance, taxes, depreciation, and other overhead expenses. It 
nevertheless gives some indication of the relative amount of business profits 
realized from manufacturing industries in the various counties. A reasonably 
comparable figure was determined for mining and quarrying by deducting the 
cost of supplies, materials and contract work together with pay-roll expense from 
the value of products.'* In construction industries the expense items were 
deducted from the total value of construction to obtain the “gross return” from 
construction. In wholesale and retail trade a new problem was encountered 
for the reason that the cost of goods sold is not reported in the Census. It was 
necessary, therefore, to estimate the gross margin on sales.!7 After the gross 
margin on retail sales and on wholesale trade in each county was determined, 
wage and salary payments in each of these two lines were deducted from the 


16 This method of calculating ‘‘gross returns’’ in mineral industries in Alabama resulted 
in a negative value in a few counties which, however, is entirely possible in view of the 
conditions of the industry in some of the counties. 

17 This study involved a review of 48 reports relative to the operating results of various 
types of retail and wholesale establishments. A number of these studies, particularly those 
prepared by the Bureau of Business Research, Harvard University, show the operating 
results of stores classified according to type of ownership, volume of sales, size of city, and 
geographic location of the store. All of these factors were considered in setting up typical 
gross margins for each commodity group. After theoretical gross margins had been deter- 
mined for as many lines of retail and wholesale trade as possible, several merchants and 
accountants were interviewed to see whether the margins determined on the basis of the 
studies appeared consistent with local trade practices. A number of adjustments were 
found necessary to make the gross margins more representative of trade practices in Ala- 
bama. In a few instances, including country general stores and cotton handled at whole- 
sale, it was deemed advisable to rely entirely upon the opinions of persons actively engaged 
in the particular types of trade. In retail trade the estimated gross margin percentages 
were applied directly to the Census data of retail sales by type of store. In wholesale 
trade it was necessary to determine the gross margin ratios by means of estimating equa- 
tions based on studies of the relationship between pay rolls and gross margins because the 
breakdown of wholesale trade by type of store or commodity is not available by counties. 
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calculated gross margins to obtain the “gross return” from wholesale and retail 
trade. 

(3) Returns from property. Returns from property as set up by Dr. Leven 
in the state-wide estimates comprise returns from both business and residential 
property. For the purpose of the Alabama county study, it was necessary to 
separate the two types of income because the former is a part of the income from 
current production whereas the latter is not. 

Returns from nonfarm residential property can be calculated with a compara- 
tively high degree of accuracy from the 1930 Census data of the value of owned 
homes and monthly rentals of leased homes. Imputed rent and mortgage 
interest on owned nonfarm homes was computed on the assumption of an aver- 
age return of 5 per cent of the value of the homes. Income from rented nonfarm 
homes was calculated by assuming the same average rate of return and applying 
it to the estimated value of rented homes.'!* After the imputed returns from 
residential property were determined for each county, these items were combined 
into a state total and this amount was deducted from the state-wide returns 
from all property. The balance, which comprised interest, dividends, and net 
rents and royalties received from property used in current production, remained 
to be apportioned among the various counties. 

Comparatively little of the income from business property is received by 
individuals who have small incomes. According it was necessary to devise some 
method of determining the approximate income of persons in the higher income 
brackets. Two independent studies were made. One was based upon the 
relationship between the size of the family income and the amount of rent, either 
actual rent on leased homes or imputed rent on owned homes. The second study 
comprised an estimate of the amount of income reported by individuals for 
taxation in each of the counties. 

The United States Census of Population, 1930, gives a frequency distribution 
of nonfarm families grouped according to the value of owned homes or monthly 
rental paid. A study made by The Brookings Institution indicates that there 
is a definite relationship between the income received by families and the amount 
spent for rent, when large groups of population are considered. Based upon 
this study the Census data of value of owned homes were converted into indi- 
cated income as were also the monthly rental figures. The indicated income was 
then multiplied by the number of families falling within each group as classified 
in the Census. Certain adjustments, however, had to be made to include the 
families for which tenure was not reported in the Census. 

Inasmuch as the primary purpose of this analysis was to determine the amount 
of income in the higher brackets, a total was determined for each county which 
comprised only the indicated income of families either owning homes valued at 
more than $5,000 or renting homes with monthly rental of $50 or more. This 
definition of income in the higher brackets is arbitrary, but it does segregate 
families receiving incomes of approximately $3,000 and more from those receiv- 


18 The value of rental homes was estimated at ten times the annual rental value. The 
Census does not report rental values under $10. For this reason it was necessary to cal- 
culate the median rental of homes in all except 11 of the counties of Alabama. 
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ing less than this amount. As a final step the county figures were expressed as 
percentages of the state total. 

It was questioned whether the above estimate of a family income in the higher 
brackets was adequate for allocating returns from business property. For this 
reason a second study was made of personal income reported for taxation.!® 
The Bureau of Internal Revenue lists in its report, Statistics of Income, the 
number of tax returns filed by individuals in each of the counties in the various 
states. These tabulations, however, do not show the amount of income re- 
ported except for the state as a whole. Since the average income reported by 
individuals differs greatly in the various counties, the number of returns does 
not reflect accurately the amount of income reported in the counties. Accord- 
ingly an estimate of the amount of income was made upon the basis of the general 
income level in the county as reflected by the average earnings of all persons for 
whom wage and salary data were available. The average wage and salary in- 
come in each county was expressed as a percentage relative of the average earn- 
ings of similar employees in the entire state to determine the extent to which 
the income level in the county was above or below the state average. The 
amount of income reported per tax return in the state as a whole was then multi- 
plied by each of the county ratios to determine the approximate average size of 
incomes reported in the county. The estimated average income reported was 
next multiplied by the number of returns filed in the county to set up what is 
designated “income reported for taxation.”” These county figures expressed as 
percentages of the state total constituted the second index of the distribution of 
income in the higher brackets. 

There is no practical basis for determining which of the two indicators (family 
income in the higher brackets or personal income reported for taxation) is the 
better index to use in allocating returns from business property. For this 
reason, the two were considered of equal importance and combined by means of a 
simple arithmetic average. The amount of income received as returns from 
business property in the state as a whole was then distributed to the counties 
according to these average percentages. 

(4) Profits from sale of property. It would be fortunate for the purposes of 
apportioning profits from the sale of property if records of real estate transfers 
and sales of securities were available. At the present time available data are 
too incomplete to afford a basis of distributing state figures to the various 
counties. In the absence of more adequate basic statistics, it appears probable 
that the proportion of income in the higher brackets is the best index to employ 
in allocating profits from the sale of property for the reason that persons in the 
lower income groups would have little opportunity to engage in investment or 
speculative activities. Hence, the total income realized as profits from the sale 
of property was distributed among the counties in proportion to the respective 
percentages of the state total income in the higher brackets. 

(5) Income from agricultural production. The United States Census of Agri- 


19 Income reported for taxation is indicative of earnings of those in the higher income 
brackets for the reason that the personal exemptions automatically exclude income of 
those at the lower levels. 
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culture, 1980, supplies county data on the values of all farm products traded or 
sold, segregated into four major groups—crops, livestock, livestock products, 
and forest products. The value of farm products consumed by operators’ 
families is also given. These figures, published in Volume III of the 1930 Census, 
however, are badly understated in some counties due to the fact that the tabula- 
tions showing the disposition of farm commodities relate only to farms which 
were classified according to type of farming. Therefore in using the data, it is 
necessary to make adjustments to include production on farms not covered by 
the classified farm enumerations. In Alabama the adjustment was based on the 
per cent of acreage in classified farms with apparently satisfactory results.?° 
With correction for unclassified farms, these Census figures approximate a 
census of cash and gross income from agricultural production segregated into 
the five major groups. 

Use of the adjusted Census data is limited by: (a) receipts from individual 
crops and livestock items are not shown separately and (b) no comparable data 
are available for other census years. Accordingly it was necessary to analyze 
each crop and livestock item separately. The value of each crop, including 
vegetables, fruits and nuts was calculated by multiplying the county production 
figure by the county price per unit.2"_ Then to determine the cash income from 
the crop, the county value figure was multiplied by the percentage of that crop 
which was traded or sold in the state as a whole.” After the cash income from 
each crop had been determined and the various items merged, the computed 
figures were adjusted to the classified farm crop total. Similarly the state-wide 
disposition percentages were used in estimating the value of crops consumed by 
farm families. It is probable that the use of certain crops, particularly fruits 
and vegetables, varies in different sections of the state. To this extent error is 
involved in the breakdown of the county major group totals. However, the 
errors appear primarily in commodities which do not bulk large in the county 
totals.% 

Estimates of income from livestock products were based upon a careful analysis 
of the Census reports which supply detailed information relative to the quantity 
and value of specific livestock products used or sold. In preparing the estimates 
of receipts from cattle, calves, hogs, sheep and goats sold or slaughtered on 
farms, it was necessary to distribute state-wide figures among the counties ac- 


20 Adjustments were made with a high degree of accuracy in Alabama counties where 
more than 95 per cent of the total farm acreage was typically covered in the classified 
farm tables. However, corrections based on acreage would not be adequate in a number 
of counties in the Southeast. In four Florida counties less than one-fourth of the farm 
acreage was included in the classified farm tabulations. 

21 County prices were taken from photostatic copies of the county price tabulations 
prepared by the Census of Agriculture in cooperation with the Bureau of Agricultural 
Economics. 

22 Percentages were based on the Bureau of Agricultural Economics statistics of the 
disposition of farm crops. 

23 The margin of error probably can be reduced in future estimates by drawing upon 
information relative to commercial vegetable and fruit crops which is being assembled 
by the U. S. Agricultural Marketing Service. 
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cording to the value of each type of livestock on farms at the time the Census 
was taken. This allocation involves some error, but again the computed detailed 
figures were adjusted to the livestock group total for the county based on the 
classified farm data. 

The 1935 Census does not give statistics relative to the value of farm products 
traded, sold or consumed by operators’ families. Accordingly it was necessary 
to build up the commodity group totals from analyses of the value and disposi- 
tion of individual production series. Especial care was taken to make the 1935 
figures comparable with those for 1929. In fact, one of the principal reasons for 
analyzing individual commodities in 1929 and then adjusting them to the group 
totals reported by the Census was to obtain a basis for preparing comparable 
group totals for 1935. 

Notwithstanding the detailed information relative to agriculture, little or no 
data exist which permit an accurate segregation of agricultural income between 
persons living on farms and those living elsewhere. The Census publishes 
statistics of farm tenure but gives no indication as to the residence of the owner. 
For this reason it was deemed inadvisable to attempt an allocation of farm in- 
come on the basis of proportion of tenancy. The United States Resettlement 
Administration was in the process of compiling information relative to the 
residence of landowners in counties of Alabama at the time our analysis was 
made, but data were available for only a few counties. In the absence of more 
adequate basic data it appeared advisable to allocate the state total income of 
farm population in Alabama among the counties in proportion to gross income 
from agricultural production less expenditures for feed and fertilizer. If it may 
be assumed that the proportion of agricultural income going to nonfarm individ- 
uals is comparatively uniform throughout the state, this affords an accurate 
basis of allocation. To the extent that the proportion does vary among counties, 
the estimates are in error. In fact, this basis of apportioning the state total 
income of farm population is perhaps less satisfactory than most of the indicators 
used in distributing the income of nonfarm individuals. The allocation between 
farm and nonfarm persons may not be attempted in preparing estimates for 1939 
in part because the state-wide estimates available for recent years do not show a 
breakdown by population groups. However, if such allocation is made, the 
data from the Resettlement Administration survey, which has been completed, — 
will strengthen the estimates. 


v 


If space permitted, it would be well to consider in detail the statistical informa- 
tion which is available for use in connection with the preparation of estimates 
for counties and to point out certain additional items which are badly needed. 
It is possible that some of the data could be assembled by governmental agencies 
provided their usefulness was shown to justify the collection. In fact, one 
justification for attempting estimates based on meager information is to call 
attention to the need for more adequate compilations. A few possibilities are 
suggested below. 
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It would be extremely helpful if for each year in which the Census of Agricul- 
ture is taken, information could be obtained relative to (a) value of all farm 
products sold, traded or consumed by operators’ families, (b) farm expenditures 
for seed, commercial feed and fertilizer, (c) earnings as well as number of days 
worked off of farms, (d) value of farm dwellings, and (e) classification of farm . 
land according to ownership by farm and nonfarm persons. Data from the 
Census of Retail and Wholesale Distribution could be used more effectively if the 
cost of goods sold was reported. County statistics of wholesale trade by type 
of store are also needed. 

Frequency distributions of the number of individual income tax returns filed 
in the various counties would strengthen the estimates of income in the higher 
brackets. It would be fortunate if the amount of income reported for taxation 
could be tabulated by counties. Information relative to the sources from which 
income is derived would be helpful but probably could be made available only to 
workers who have access to the confidential returns. 

Mention has been made of the need of intensive studies to test the validity of 
certain assumptions which underlie the statistical procedures. If the results 
of these analyses are to be used effectively, it is essential that additional studies 
be made to bring out the relationship between income and economic behavior. 
A number of relatively small studies could be designed to secure information on 
the expenditure patterns of various population groups and at different income 
levels. Another approach is through analyses of the relationship between 
income, or certain indicators of income,™ and the purchases of specific commodi- 
ties such as automobiles, radios, and clothing. This latter type of study prob- 
ably can be carried through more readily than those that attempt to determine 
the ways in which all of the income of the informant is spent. 


24 The demand for specific commodities can be determined more accurately by an analysis 
of the component items of income than through the use of the globular figure which results 
from the addition of the items. Similarly the economic stability of a community is best 
revealed by corollary analyses such as the degree of dependence upon one or a few industries 
that are subject to violent cyclical fluctuations. 


PAYMENTS IN LIEU OF STATE AND LOCAL TAXES 


HERSHAL L. MACON 
Tennessee Valley Authority 


The significance of tax exemption of federal property has been emphasized 
during the past decade both by extensive federal purchases and by the pressure 
for state and local revenues. Federally owned real estate and improvements in 
1937 were estimated to have a fair market value of 4.7 billion dollars. The 
amount has increased considerably each year since that date and is being ex- 
tended more rapidly at present due to the defense efforts. All federal property 
and operations are immune from state and local taxation unless the tax immunity 
privilege is waived by Congress. In a number of instances Congress has either 
permitted taxation or authorized payments that offset in part the effects of tax 
exemption. The total of such tax and in-lieu payments by federal departments 
and agencies may be estimated at between 5 and 10 per cent of the prop- 
erty taxes that would be levied on all federal real estate if it were taxable.’ 

Real estate held by the RFC? and other federal credit agencies is subject to 
state and local property taxes, provided such property is not exempted from 
taxes by state laws.* The defense housing act authorizes agreements for 
payments in lieu of taxes not in excess of the property taxes that would be 
levied on the land and improvements if they were taxable.t The administrator 
of the resettlement and rehabilitation projects is authorized to enter into agree- 
ments with state and local governments to make payments based on the cost of 
governmental services supplied with allowance for the benefits to these juris- 
dictions.’ The Boulder Canyon project is directed to pay annually out of net 
power revenues a fixed sum to the states of Arizona and Nevada.® The national 
forest fund act provides for the payment to the states of 25 per cent of all 
proceeds from the national forests to be used for schools and roads in the counties 
in which the reserves are located.? The mineral leasing acts provide that 37} 
per cent of all bonuses, royalties, and rentals from mineral lands be paid to the 
states in which the lands are located to be used at the discretion of the states for 


1 Federal Ownership and Its Bearings on State and Local Taxation, 76th Cong., 1st Sess., 
House Doc. No. 111, 1939, Appendix A. The local property tax levy if applied to all federal 
real estate was estimated at $91,000,000 for 1937. Payments in lieu of taxes in 1940 from 
the revenues of federal mineral lands, forests, grazing lands, submarginal lands, Oregon 
and California grant lands, and the Tennessee Valley Authority aggregated $5,200,000 
according to data contained in the Annual Report of the U. S. Treasury for 1940. 

2 The Defense Plant Corporation and other subsidiaries of the RFC are subject to real 
estate taxes. 

3 Some 43 states extend constitutional or statutory exemption to property in federal 
ownership. 

454 Stat. 1125, approved Oct. 17, 1940. 

5U.S.C., Title 40, sec. 422 and 432. 

6 Public Laws, No. 756, 76th Cong., 3rd Sess., Ch. 643. 

7™US.C. Title 16, sec. 500. 
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roads and educational purposes. These and the various other acts providing 
for federal payments to state and local governments appear to have been framed 
to meet specific situations with but little reference to any clearly defined policy. 
Although the wide variety of conditions and details may preclude the use of 
any uniform payment or formula, nevertheless it seems desirable that decisions 
regarding the advisability of payments in lieu of taxes and methods of calculating 
and distributing any payments made should be fitted into the framework of a 
considered public policy. Such a policy should guide legislative action in a way 
to protect the different levels of government but to discourage demands for 
unwarranted payments. The present paper reports the payments of the Tennes- 
see Valley Authority, and attempts to set out certain policy considerations 
which should receive further study. 


Section 13 of the Tennessee Valley Authority Act under which the Authority 
makes payments to state and local governments, has a stormy legislative 
history. Not only was there a sharp cleavage in opinion between those who 
favored and those who opposed this section, but the proponents had varying 
ideas of its purposes. When the Norris Bill of 1928 for government operation of 
the Muscle Shoals properties was being considered, Senator Black offered an 
amendment to pay to Alabama a percentage of the proceeds from sales of power 
equal in amount to the Alabama hydrogeneration tax. He argued that the 
states own the streams that flow through them, and should receive taxes when- 
ever such streams are developed.!° The amendment was rejected, and the bill, 
subsequently passed by Congress, was vetoed by President Coolidge. 

A similar bill, also introduced by Senator Norris, passed by Congress in 1930 


_and vetoed by President Hoover, contained provisions for a 5 per cent payment 


similar to those incorporated later in the Act of 1933. Senator Norris suc- 
cessfully defended the section as a payment in lieu of the taxes that the states 
would collect from the power development if it were in private ownership." 
His view was that in-lieu payment should be restricted to the revenue-producing 
phase of the program and that it should not apply to properties used for national 
defense, navigation, or flood control. Senators and representatives from Tennes- 
see supported the payment as compensation for revenue losses due to tax ex- 
emption of reservoir lands and other property to be acquired.“ The most 
determined opposition to the payment was based on the contention that the 
program of development would bring advantages to the area far in excess of these 
revenue losses. Senator Vandenburg referred to the proposed 5 per cent of 
power revenues as a “perpetual franchise fee” to be paid by the federal govern- 


8 U.S.C. Title 30, sec. 191. 

® Congressional Record, Vol. 69, p. 4617. 

10 Ibid., p. 4620. 

1 Jbid., Vol. 72, p. 6412; Vol. 77, Pt. III, p. 2631. 

12 Tbid., Vol. 72, p. 6432; Vol. 77, p. 2199; Vol. 77, pp. 2681, 2682; Vol. 77, p. 3597. 
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ment for the privilege of giving this section of the country the “greatest single 
benediction that it ever received.” 

Section 13 of the TVA Act of 1933 directed the Authority to pay 5 per cent 
of its gross proceeds from the sale of hydroelectric power to the states of Alabama 
and Tennessee. Each state received 5 per cent of revenues derived from power 
generated within its boundaries. The Act further provided that the 5 per cent 
of proceeds from the sale of additional power, generated because of the release of 
water stored by a dam or dams constructed by the Authority, be divided equally 
between the two states. The board of directors of the Authority had power, 
with the approval of the President, to change the percentage rate of payment not 
more often than once in five years. There was no statement concerning the 
purpose of the payment. This section and the 5 per cent rate remained un- 
changed from 1933 to 1940. The total disbursements during this period were 
$1,039,113, of which Alabama received $677,608 and Tennessee $361,505. 
The rapid growth of power operations is shown by the fact that one-half of the 
total payment was made during the fiscai year 1940 and one-fourth during the 
preceding fiscal year. 


II 


The original Section 13 was unsuited to the fiscal conditions created by the ex- 
tension of the construction program of the Authority into additional states and 
by the purchase and removal from taxation of important power properties. 
Experience demonstrated that, in a unified interstate development including a 
number of hydro plants located at main river and reservoir dams and supplying 
power throughout a wide area, a fair apportionment of in-lieu payments could 
not be made solely on the basis of the location of generating properties. Follow- 
ing studies and analyses of the questions involved," identical bills for the com- 
plete revision of Section 13 were introduced in Congress by Senator Norris and 
Representative Sparkman.'* The amendment as enacted" changed the payment 
for the fiscal year ending June 30, 1941, to 10 per cent of the gross proceeds from 
the sale of electric power during the preceding fiscal year. The rates for subse- 
quent years are 9 per cent for 1942, 8 per cent for 1943, 7} per cent for 1944, 
7 per cent for 1945, 63 per cent for 1946, 6 per cent for 1947, 5} per cent for 
1948, and 5 per cent for 1949 and each year thereafter. These declining per- 
centage rates were expected to yield substantially equal annual payment due to 
increased power sales. The higher percentages for the first few years insure 
substantial payments at the time revenue losses due to tax exemption are felt 


13 Joid., Vol. 77, Pt. III, p. 2664. 

14 These investigations were made by the TVA; by the Governor’s Tax Replacement 
Committee, the County Judges Association, and the Taxpayers Association in Tennessee; 
by a legislative committee, the State Commissioner of Revenue, and the League of Munici- 
palities in Alabama. 

15 For a more detailed discussion see Durisch and Macon, ‘‘Payments in Lieu of Taxes by 
the Tennessee Valley Authority,’’ Journal of Politics, Vol. 3, No. 3, pp. 318-334. 

16 Public Resolution No. 88, 76th Cong., 3rd Sess. (chap. 482, sec. 39); approved June 
26, 1940. 
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most keenly and before the benefits of the power program of the Authority can 
be fully realized. The base for computing payments is not restricted to pro- 
‘ceeds from the sale of hydro power but includes all power sales except sales or 
deliveries to federal departments or agencies not made for purposes of resale. 

The payment is divided among the states in which the Authority sells power 
and owns power property. One half of the amount is allocated in proportion 
to the gross proceeds from power sales in the respective states, and the other half 
is allocated in the same proportion as the book value of power property is dis- 
tributed among the states. 

The section contains two significant provisos. The first guarantees a min- 
imum annual payment to each state equal to the two-year average of state and 
local property taxes formerly levied on power property now held and operated 
by the Authority and on the portion of reservoir lands allocable to power.!” 
The other proviso is that the two-year average of the county property taxes on 
power property and on the share of reservoir lands allocable to power shall be 
paid directly to the respective counties and the amounts so paid to counties 
within each state deducted from amounts otherwise due that state. The act 
imposes no restrictions on the use of the money paid to the states and counties.!® 

The total payment by the Authority under the amendment during the fiscal 
year ending June 30, 1941, was $1,499,417, of which $881,530 was paid to coun- 
ties and $617,887 was paid to state governments. The total of the state and 
county payments was distributed by states as follows: Alabama, $321,799; 
Georgia, $64,841; Kentucky, $28,096; Mississippi, $48,174; North Carolina, 
$33,889; and Tennessee, $1,002,618. The amount of the payments for the 
fiscal year 1942 will be approximately $1,800,000 with the increases going pri- 
marily to Tennessee and Alabama. For 1941 the allocated portion of the 
percentage payment was in excess of the guaranteed property tax minima in 
Alabama, Kentucky, North Carolina, and Tennessee, but the former property 
taxes were larger in Georgia and Mississippi. The minimum payment proviso 
increased the total payment by $37,035 in Georgia and $14,140 in Mississippi. 
The two-year average of the former property taxes on all reservoir lands held by 
the Authority June 30, 1940, amounted to $194,777, of which $77,911 was al- 
located to power and included in the calculation of payments. The total 1941 
payments exceeded the former property taxes on power property and on 100 per 
cent of reservoir lands by $378,764. 

Section 13, as amended, specifies that the payments made thereunder are 
in lieu of taxes, and that the Authority and its property are exempt from all 
state and local taxation. The Authority is instructed to “submit to the Con- 


17Qn the basis of allocations made to date this is 40 per cent. Annual Report of the 
Tennessee Valley Authority, 1940, Appendix F, pp. 412-414. 

18 A North Carolina law, ratified March 5, 1941 (House Bill 378), provides for a minimum 
payment to local governments sufficient, when added to the TVA payment, to give each 
local unit of government in North Carolina 100 per cent of the former taxes on all property 
acquired by the Authority. The State of Georgia transfers to the municipalities involved 
amounts equal to the former municipal taxes on power property. The payments received 
by the other state governments from the Authority are used for state purposes. 
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gress a report on the operation of the provisions of this section, including a 
statement of the distribution to the various states and counties hereunder; the 
effect of the operation of the provisions of this section on state and local finances; 
an appraisal of the benefits of the program of the corporation to the states and 
counties receiving payment hereunder, and the effect of such benefits in in- 
creasing taxable values within such states and counties; and such other data, in- 
formation, and recommendations as may be pertinent to future legislation.” 


Ill 


Consideration of these contributions by the Authority is incomplete without 
the inclusion of tax and in-lieu payments by the plants which purchase power 
from the Authority for distribution. The generating plants, transmission lines, 
and the distribution facilities are all integral parts of a unified undertaking to 
bring power to the consumers. The rates paid by the consumers provide the 
funds from which both the TVA and the contractor tax or in-lieu payments are 
made. There are 76 municipal and 38 cooperative plants which purchase power 
from the Authority for resale. The cooperatives are taxable or tax exempt 
according to state laws. An act of the legislature of Mississippi in 1938" ex- 
empted the tangible electric property of the cooperatives from all state and local 
taxes and exempted these organizations from privilege, sales, and gross income 
taxes. The Tennessee cooperatives pay property taxes in lieu of all other levies.”° 
During the fiscal year 1940 the 19 cooperative plants operating within the states 
of Alabama, Georgia, Kentucky, and Tennessee paid $101,331 or 5.5 per cent 
of gross revenues in taxes. 

The municipal plants purchasing power from the Authority are exempt from 
taxes in each state. Under the power contracts between the Authority and 
these municipalities, the electric departments are permitted to pay to the owning 
municipality an amount in lieu of taxes usually determined by applying the 
combined current state and local tax rates to the book value of the electric 
properties in question.** These in lieu payment provisions apply only during 
the period that the property remains tax exempt. The municipal plants of 
Chattanooga,” Nashville,” and Knoxville,* under special acts of the legislature, 
pay the equivalent of the county tax to the counties affected. 


19 Mississippi Code, ch. 61, s. 321. 

20 Code of Tennessee, 3708.70 and 3708.128. 

21 Copies of the contracts are contained in the annual reports of the Authority. 

22 Private Acts of Tennessee, 1941, House Biil No. 666 (ch. 455, sec. 3). This Act requires 
the electric department to pay to the town and counties affected a sum ‘‘equal to the amount 
that each Town and County shall lose in the way of taxes as a result of the acquisition by 
the City of Chattanooga of the private electric distribution system in said towns and 
counties.”” 

- % Private Acts of Tennessee, 1989, ch. 262, sec. 23(d), p. 779. 

24 Private Acts of Tennessee, 1939, ch. 106, sec. 32-A(7)(e), p. 303. This Act requires the 
electric department to pay to the city a sum equivalent to the real and personal property 
taxes on electric properties within the city based on a valuation determined by the city 
finance director. The payment of a tax equivalent to the state and to counties is permitted 
but not required. 
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For the fiscal year ending June 30, 1940, municipal plants provided $1,530,446, 
or 8 per cent of their gross revenues for tax-equivalent payments. These 
municipal plants, according to preliminary figures, reported $1,660,000 as tax 
equivalents for the fiscal year 1941. The municipal tax equivalent and the 
TVA payment for 1941 aggregated $3,160,000. The combined tax equivalents 
on power sold by the Authority to municipalities for distribution were 10} 
per cent of the gross power revenues collected from the consumers. 


IV 


Attention may now be directed to the advisability of in-lieu payments, the 
size and distribution of any payments made, and related questions of public 
policy. Writings on the subject reveal some tendency to question the long 
standing doctrine of intergovernmental tax immunity and to support taxation 
of publicly owned property or payments in place of taxes under certain condi- 
tions. The Municipal Finance Officers Association adopted a resolution in 
May, 1941, in favor of local taxation of federal housing projects. A number 
of federal agencies have given special consideration to the issues related to their 
immediate programs’ and state and local officials have prepared reports dealing 
with tax exemption and its consequences.22 A New York report charges that 
tax exemption is a blind subsidy which cannot be reviewed by those who pay 


25 “Tt would appear... that the question of taxation of public property can hardly be 
summarily dismissed, by saying that, being publicly owned, it must of course be exempt. 
Much public property devoted to semicommercial purposes might properly be taxed.” 
Jens P. Jensen, Property Taxation in the United States, p. 143. 

26 Resolution adopted at the Louisville meeting of the Municipal Finance Officers Associa- 
tion, May 11-23, 1941: 

Wuereas, Municipalities are dependent for their basic revenue upon taxes levied on real 
property, and 

Wuereas, The federal government through its varying agencies has already constructed 
and is continuing to construct huge building projects—namely low cost housing and 
defense housing projects, primarily for the ultimate benefit of certain classes of our 
citizens, and 

Wuereas, In these projects it is the general practice of the federal government and the 
agencies operating through them, to claim exemption from local property taxes and sub- 
stituting therefor only small service payments grossly out of proportion to the tax 
paid by similar property privately owned and used for similar purposes with such ser- 
vice payments being wholly inadequate to cover the cost of providing the services 
furnished; 

THEREFORE Bz It Rusouven, That it is the sense of the Municipal Finance Officers Associa- 
tion of the United States and Canada that this discrimination in taxing and consequent 
curtailment of local government revenues should be promptly abated on projects already 
completed; and that in all such future construction the federal government and its 
varying agencies be petitioned and where legally possible be required to pay all local 
government taxes in the same proportion that other similarly privately owned property 
pays. 

27 The United States Forest Service has considered this problem for a period of years. 

28 See Tax Exemption in State of New York, A preliminary report by the Special Joint 
Committee on Taxation and Retrenchment, Feb. 15, 1927, Legislative Document (1927) 
No. 86. 
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it?® but concludes that most classes of exempt property bring benefits to the 
community that exceed the demands they make for local services.*° 

- Taxation or tax exemption of publicly owned property does not modify the 
total cost of government but merely affects the way in which the cost is dis- 
tributed. The advisability of a payment in lieu of taxes, is, therefore, a question 
of the distribution of the cost of government. The primary issue is the ethical 
one of fairness to the taxpayers of the different jurisdictions concerned. A 
satisfactory solution should adequately safeguard the national interest, protect 
the essential services of local government, and appeal to the public as reasonable 
and impartial. Most federally owned property requires the services of state and 
local governments. The cost of these services may be greater or less than those 
which would have been required under private ownership. A payment to 
meet this cost, reasonable in amount, could hardly be considered as undue 
interference with the federal government and it might prove to be a valuable 
protection to autonomous local government. 

The determination of a satisfactory or reasonable in-lieu payment is com- 
plicated by variations in types and uses of federal property. Some federal 
property requires a minimum of local services, but some creates a heavy de- 
mand for such services. Some improvements and developments under federal 
ownership would not have been undertaken by private capital whereas others may 
have replaced or precluded taxable developments. A part of the property in fed- 
eral ownership belongs to the public domain or has been exempt from taxes for a 
long period of time, but other property has recently been removed from taxation. 
Some federal properties furnish general public services and some are used to 
supply commodities or services for a fee or a price. In the latter event the 
prices may be designed to permit sales in a competitive market, to make the 
enterprise self-supporting, or to meet conditions unrelated to cost or market 
outlook. 

Perhaps the strongest case for a payment in lieu of taxes can be made for 
federal property used to supply marketable products or services. Such a 
development as the TVA power program, for example, under either public or 
private ownership is dependent upon the services of state and local governments 
for successsful operations. The power program not only requires these services 
but it displaces, in some measure, property and operations that would be taxable 
under private ownership. A payment in lieu of current taxes appears, there- 
fore, to be a reasonable item of cost to be considered in the calculation of rates.*! 
Under such conditions an in-lieu payment is not a burden on the federal tax- 
payers but a charge against revenues collected from consumers. 


29 Ibid., p. 11. 

80 Ibid., p. 18. 

31 A nation-wide public service, such as the postal system, may logically omit a tax 
allowance from its rates on the grounds that the entire nation rather than a restricted 
area receives the advantage, and that higher postage rates to meet tax obligations would 
not appreciably modify the geographical distribution of governmental costs and might 
hinder an essential service. 
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The fact that revenues collected by a federal agency include an allowance for 
the cost of governmental services does not imply that the federal agency should 
pay the same taxes as a private concern. Federal projects, although resulting 
in market operations, are primarily for purposes, or made under conditions, that 
are unattractive to private capital. The TVA multiple-purpose construction 
program was undertaken at a time and is being developed on a scale that could 
not have been anticipated under private ownership. The purpose is to develop 
the resources and serve the people of the area and of the nation rather than to 
earn profits. The power system is part of a broad program for improving 
economic welfare. Because of this fundamental difference, taxes developed for 
use under private ownership are unsuited for measuring the payments to be 
made under federal ownership. Furthermore, fair administration of taxes 
against public property would present a major difficulty. Tax assessments of 
private property are largely on the basis of market or earnings values, neither of 
which can be readily applied to the TVA power system or to any other public 
enterprise. Net earnings as a tax base are of doubtful validity for an enterprise 
operated on a self-supporting or service basis. Regulatory taxes and fees and 
social security levies should not be applied to a public program which does not 
receive the services in question. Just as the present tax systems were developed 
for distributing the cost of government under private ownership, so there is need 
for the development of a payment method for public enterprises. The cost of 
public services supplied to the federal property or project in question appears to 
afford a promising theoretical measure for the amount of the payment. The 
development of a satisfactory measure of the cost of such services is the difficult 
problem. A percentage of gross revenues appears to afford a practical method 
for relating such a payment to the extent of the operations in question and for 
shifting the charge to the consumers. 

Federal properties used for general and nonrevenue-producing public services 
present a different problem. For the major portion of these properties only 
the land excluding the improvements thereon replaces or competes with property 
in taxable private ownership. Any federal payment would add to the direct 
cost to the federal treasury. Because of these facts, and because the benefits 
are usually of particular importance in the immediate area, it is suggested that, 
under existing fiscal systems and relations, no payments in lieu of taxes should 
be made on nonrevenue-producing federal property unless there are definite 
reasons to the contrary. 

Two such reasons may be suggested. In the first place, federal ownership and 
operations may under certain conditions result in a net increase in the cost of 
services supplied at state and local expense. This added cost appears to be a 
reasonable charge against the federal government. In the second place, 


% Congress recently made substantial funds available for schools, waterworks, sanitary 
facilities, streets, and similar services in areas affected by the defense program if these 
communities are unable to provide the needed services without excessive tax increases or 
borrowing. Public Law No. 137, 77th Cong., 1st Sess. (ch. 260), Approved June 28, 1941. 
In a message to Congress on February 24, 1941, setting forth the needs for such legislation 
the President said, ‘“The provision of such community facilities has always been a local 
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federal purchase and removal of property from taxation may cause a considerable 
drop in local tax revenues. If this amount is sufficient to interfere with local 
services or to make the tax burden for debt service or for’‘any other purpose 
definitely more burdensome, a temporary federal payment appears warranted 
during a period of adjustment. These proposed payments to meet the added 
cost of services and to cushion the effects of tax exemption should be designed to 
give protection to local governments but to avoid a multiplicity of small pay- 
ments. A well-considered policy for meeting these situations should not only 
protect the federal and the local treasuries but also curb ill-advised legislative 
proposals. 


v 


Federal ownership ordinarily confers important benefits upon the communities 
in which the tax-exempt property is located. The extent to which these benefits 
compensate for tax losses deserves consideration. Some federal projects are 
primarily for the benefit of a particular area and are made by the federal govern- 
ment because the local jurisdictions are either unable or unwilling to finance the 
undertaking. Under such conditions local benefits may be substantially the 
same regardless of whether ownership is in the federal, state, or local govern- 
ment. Among the general benefits of federal property and projects are increased 
employment, improved trade and market opportunities, stimulation to industrial 
development, appreciation of property values, development of resources, and 
specialized benefits peculiar to the property or activity in question. Among the 
special benefits attributable to the TVA program are sizable reductions in power 
rates and increased uses of power, erosion control and soil improvement in- 
cluding fertilizer research and distribution and reforestation, a navigation 
channel, and educational, health, highway, and recreational facilities in the 
reservoir and construction areas. It is probable that the additional taxes and 
tax paying capacity attributable to federal ownership exceeds the aggregate of 
all revenue reductions assignable to tax immunity. 

It is difficult to offset benefits against tax losses both because benefits may not 
be readily convertible into tax revenues and because they are not distributed in 
proportion to tax reductions. Important benefits from the construction of 
reservoir dams by the Tennessee Valley Authority, for example, are in flood 
control and in the navigation channel serving many other communities and a 
number of states. Stimulated trade and industrial developments may not follow 
tax losses but accrue to favorably located cities and towns. Ordinarily hydro- 
electric plants are constructed in areas of low property values and the power is 
transmitted to markets in other counties or states. Many counties in which the 


responsibility. Yet we must face the fact that we cannot expect local governments to 
assume all the risk of financing the entire cost of providing new public facilities for the 
defense program.”’ 

33 If state or local financial support for a federal project is desirable the contribution 
should be related to some such factor as benefits to or the needs of the respective juris- 
dictions. 
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TVA has acquired reservoir lands and power generating properties are not in 
a favored position to benefit from the TVA program. In fact for a number of 
counties the benefits appear to be in inverse ratio to tax losses. A reasonable 
distribution of the cost of federal projects certainly does not require a few coun- 
ties to bear an excessive share of the cost through sacrifice of resources and the 
surrender of tax revenues merely because the project as a whoie will be of 
regional or national benefit. Benefits to one county or state are not suitable 
offsets for tax losses in another county or state. A fair balancing of claims would 
seem to require for each jurisdiction a federal tax or in-lieu payment for public 
services allocable to federal ownership with an allowance for fiscal benefits which 
can be substituted for or converted into tax revenues. 


VI 


The fiscal results of payments in lieu of taxes will depend to a considerable 
degree upon the distribution of the funds among the jurisdictions affected. 
The contributions made should be available for services in the affected areas but 
it is highly important to avoid the encouragement of wasteful expenditures or 
the perpetuation of unnecessary units of local government. It frequently 
happens that the unsatisfactory economic conditions leading to federal owner- 
ship are accompanied by serious local financial and administrative problems. 
Conditions of this character may become acute as a result of federal ownership. 
In other areas federal acquisition of lands may cause population shifts of major 
consequences. Conservation programs may restore or develop resources that 
will affect industrial or agricultural expansion. One or more of these conditions 
and changes is frequently of sufficient importance to require governmental ad- 
justments. The need may be for the consolidation of local governments, the 
reorganization of government, or administrative improvements. In any event, 
federal in-lieu payments should promote or at least not stand in the way of 
progress. 

The method most likely to accomplish this result is payments to the states for 
use or distribution in the support of local services. Such a procedure would be 
in line with state authority and in keeping with the extensive financial responsi- 
bility already assumed by the states for community service. It would permit 
adjustments in each state according to the peculiar conditions or pattern of 
state-local fiscal relations. Furthermore, payment to the larger territorial 
jurisdiction would afford opportunity for securing a more equal distribution of 
federal benefits and tax reductions. This argument is particularly forceful for 
a power development, the property of which is heavily concentrated within a 
few rural counties in which dams and generating plants are located. Nine 
counties small in population received one-half of the 1941 TVA in-lieu payments 
to counties in spite of the fact that the power system is developed in connection 
with a unified stream control program for the Valley area and draws its revenues 
out of which these payments are made from power distributed in 166 counties. 
Payments to the states would afford some opportunity to effect a permanent 
solution to some of the problems of local government that receive only temporary 
relief from direct payments to counties. 
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The issues associated with payments in lieu of taxes deserve careful and con- 
tinuing consideration. These issues may be too complex and the political con- 
siderations too numerous to permit the development and adoption of any clearly 
defined national policy; but it must be recognized that the problems presented 
by the extension of federal ownership and the limitations on local fiscal re- 
sources are becoming more urgent. The report which the Tennessee Valley 
Authority has been directed to prepare for Congress on its experience with 
payments in lieu of taxes should be of considerable significance in this phase of 
intergovernmental fiscal relations. 
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The question of wage policy is a perennial one in capitalistic society, but it 
attracts popular attention primarily in periods of wide business-cycle swings. 
Thus in any period of sharply rising or falling business activity, accompanied 
by rather pronounced swings in prices and costs, the question of proper wage 
policy becomes a subject of active, and frequently hot, debate. It is not sur- 
prising, therefore, that the defense program with its rather intense business 
activity and rising cost of living should once again thrust this question into the 
foreground. What wage policy should be followed in the present defense 
emergency program? Should wages be increased, and if so, by how much? 
Should a “ceiling” as well as a “floor” be placed on wages? Should wages be 
geared rather rigidly to some kind of cost-of-living index? And would this 
arrangement help keep down rising prices and inflation and thus protect labor’s 
real wage from impairment? What wage policy would best facilitate the shift 
from defense to nondefense production when the present emergency has passed? 

These and other questions seem to indicate the need for a carefully formulated 
national wage policy. The peculiar nature and importance of wages in our 
economic system, however, makes the formulation of such a national wage 
policy no simple or easy matter. In the first place wages represent a cost of 
production to industry and as such must be given careful consideration in any 
national wage policy. Second, wages represent a distributive share going to 
wage earners and as such they influence very directly consumer demand and 
purchasing power, which in turn, of course, influence very directly the course of 
the business cycle. Third, wages in a price economy measure the relative well- 
being of the wage earner group; their standard of living fluctuates more or less 
directly with the wages received. An examination and appraisal of certain 
current proposed wage policies in the defense period may thus be worth while. 


I 


Recently attention has been directed to Canada’s wartime wage policy with 
the idea that it might serve as a guide to American defense wage policy.! Pre- 


1 Canadian wartime wage policy is prescribed by Order in Council (P.C. 7440, June, 1941) 
and applies to all industries subject to the Industrial Disputes Investigation Act and is 
recommended for all other Canadian industries. Briefly, this Order contains two main 
divisions: (1) Except in certain special circumstances, the highest wage rates established 
between 1926 and December 16, 1940, are to be regarded as fair and reasonable; they may 
be restored, if necessary, and maintained but not increased; (2) such wage rates may be 
supplemented by a separate cost-of-living bonus usually of $1.25 per week for each rise of 
5 per cent in the cost of living in order to safeguard the workers’ real wage. (See supple- 
ment to the Labour Gazette, July, 1941, Canadian Department of Labour, Ottawa,Canada.) 

This Order was expanded and changed somewhat in Oct. 1941 (N. Y. Times, Oct. 20, 
1941, p. 5). A compulsory-cost-of living bonus at the rate of 25 cents per week for every 1 
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sumably this Canadian wage policy does two things: it establishes a “ceiling” 
on wage rates, (i.e., the highest wage rates prevailing between 1926 and De- 
cember, 1940); and it establishes a “floor” below which wages cannot fall 
(i.e., cost-of-living bonuses to prevent the workers’ real wage from being im- 
paired by rising living costs). This wartime wage policy avowedly has a two- 
fold objective: first, by setting a “ceiling” on wage rates, to stop or limit infla- 
tion; and second, by setting a “floor’’ under wages, to stabilize real wages at or 
near existing levels for the duration. Let us examine this wage policy briefly 
from the point of view of its objectives. 

Will limiting wage advances to cost-of-living changes prevent inflation? It 
is said that if no ceiling is placed on wages, inflation is inevitable, inasmuch as 
the demands of a wartime economy will create a smaller and smaller supply of 
consumer goods, which, coupled with rising wage rates, will necessarily bring 
about rapid price advances. All of this may be granted. But will limiting 
wage advances to cost-of-living changes prevent such price increases? Of 
course, in so far as this policy holds down wage increases below those which might 
take place in the absence of any such limitations, it will be a factor in keeping 
prices from rising as fast as they otherwise would. But there are several other 
considerations that must be kept in mind in judging how far such limitations on 
wage increases as are prescribed in the Canadian plan will check inflation. In 
the first place a wage bonus of 5 per cent every three months would allow a maxi- 
mum wage increase of 20 per cent per year. And presumably a wage bonus of 
50 per cent or even 150 per cent would be payable if the cost of living advanced 
that fast within the year. If the increasing shortage of consumer goods is the 
cause of the rising cost of living, would not such wage increases as are permitted 
under the Canadian plan stimulate that vicious spiral of wage-price increases 
that this plan seeks to avoid? 

Two other important considerations involved in the question of how far the 
cost-of-living bonuses will hold down inflation are: (1) the proportion of the 
Canadian wage bill paid to workers earning less than $25 per week as against the 
proportion paid to workers earning more than $25, and (2) the question of over- 
time. Inasmuch as the maximum bonus was fixed at $1.25 per week in the 
original Order in Council, this represented more than a 5 per cent wage increase 
for those earning less than $25 per week and less than 5 per cent wage increase 
for those earning more than $25 per week. Thus if there is a much larger pro- 


per cent rise in the cost of living is to be paid to all wage earners below the rank of foreman 
earning $25 or more per week. For workers receiving less than $25 per week the bonus 
will be one per cent of their basic weekly wage for each rise of one per cent in the cost of 
living index. The bonus will not apply to overtime and the amount of the bonus will not 
be changed unless the cost of living has changed one whole point or more in any three 
months’ period. 

This October wage-stabilization order (P.C. 8253) has been amended twice since then 
(P.C. 9298 and P.C. 9514) to include all employees of any employer except government em- 
ployees, domestic servants in private homes, casual workers, farmers, fishermen, hunters, 
and employees of nonprofit institutions. A National War Labor Board and 9 regional 
War Labor Boards are established to administer these orders. 
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portion of the wage bill paid out to workers earning less than $25 per week, 
rather than to those earning more than $25, it would greatly increase the ten- 
dency toward inflation inasmuch as their money wage would be increasing 
faster than the cost of living. If the reverse of this were true, of course, it would 
represent a strong deflationary influence.? The cost-of-living bonus furthermore 
would not check in any way a strong inflationary tendency caused by rather 
general overtime payments. The Canadian plan only contemplates stabilizing 
real basic wage rates. 

Finally, it must be remembered that wages are not the only source of con- 
sumer purchasing power. While it is true that from two-thirds to three-fourths 
of the national income in this country and in Canada is paid out in the form of 
wages and salaries, income in the form of profits, interest, and rent also reaches 
consumer hands. Although the Canadian plan contemplates rather rigid control 
of these other income streams (primarily through heavy taxation), unless they 
are held within rather narrow limits the wage policy will be largely nullified as 
a device for holding down consumer purchasing power and checking inflation. 

The second objective of this plan is the maintenance of real wages at or near 
existing levels for the duration of the war, thus preserving and protecting living 
standards of the wage earners. How successful this part of the plan will be 
depends largely upon how far the wage-increase limitations prevent or check 
inflation. As was pointed out above, if wartime demands continue to shrink the 
volume of consumer goods, there is nothing in the Canadian wage policy that 
can prevent rising prices, rising cost of living, and falling real wages. And re- 
gardless of this development, some deterioration of real wages and living stand- 
ards seems inevitable. For example, there will always be some lag in wage- 
income behind cost-of-living advances, even with quarterly adjustments. If 
the cost of living has not advanced at least 1 per cent there will be no adjustment. 
And, more important, not all living standards are protected equally against 
impairment by this plan—only those in the lower wage class. The maximum 
cost-of-living bonus provided is 25 cents per week for each increase of 1 per cent 
in the cost of living. This is 1 per cent of $25. For wage earners earning above 
$100 per month therefore, their standard of living is protected agains‘ impair- 
ment only to the extent of the first $100. For wage earners receiving less than 
$100 per month the real wage and standard of living will presumably be main- 
tained inasmuch as they will receive a 1 per cent bonus for each 1 per cent in- 
crease in living costs. Again, therefore, how far wage-earner living standards 
will be maintained or decreased will depend upon the proportion of wage earners 
receiving less than $25 per week in comparison with the proportion receiving 
more than this amount. And lastly it should be remembered that the com- 
pulsory cost-of-living bonus does not apply to all employees. Government 
employees, farmers, fishermen, domestic employees in private homes, casual 
employees, and employees of nonprofit institutions are not covered under the 
present plan. 


2 The New Order in Council (effective Nov. 15, 1941) has recognized this possibility by 
providing for a bonus of 1 per cent of the basic weekly wage for each rise of 1 per cent in 
the cost of living for workers receiving less than $25 per week. 
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The recent proposal of railroad executives to base employee wage advances 
in the defense period on cost-of-living changes,’ together with the adoption by a 
considerable number of firms of some kind of a cost-of-living guide to wage 
policy,* indicates that this principle is receiving serious current attention in the 
formulation of American wage policy. What are the merits and limitations of a 
cost-of-living guide to wage policy? How far is it acceptable in the present 
defense program as a guide to wage policy? 

An appraisal of any wage policy should stipulate clearly at the outset whether 
such policy is being appraised as a temporary, emergency policy or as a long- 
run, permanent policy. One’s judgment of a policy such as a cost-of-living base 
for wage determination might, therefore, be altogether different when considered 
as a temporary, emergency plan in contrast to a long-run, permanent plan. 
The Canadian plan is a wartime emergency measure and should be appraised 
on that basis. As a wartime, temporary policy it may have some merit in help- 
ing to achieve the objectives sought. Most of the American cost-of-living plans 
proposed and in effect, however, have not been presented as temporary, emer- 
gency plans but instead contemplate the establishment of some kind of cost- 
of-living base as a rather long-run, permanent plan for making wage adjustments. 

The principal merit of a cost-of-living base for making wage adjustments is 
that it may hold down arbitrary and unreasonable demands for wage increases 
or decreases. Thus it would appear to provide some yardstick with which to 
measure or judge the reasonableness of wage demands. But beyond this point, 
the usefulness of a cost-of-living index as a guide to wage policy is subject to 


3 The recent proposal by the railroads was to base wage advances to their employees 
on cost-of-living changes and gross railroad revenue. This proposal is somewhat different 
from the Canadian plan, therefore, in that wage advances could be either more or less than 
the increase in cost of living. For example, the proposal would establish as a base June, 
1937, for both railroad earnings and cost of living. In September, 1941, the United States 
Bureau of Labor Statistics cost-of-living index was up 4.2 points on this 1937 base and 
railroad gross revenue was up 16 points using the same base. The full increase in the 
cost-of-living index, 4.2 points, and half that in the gross revenue index, 8 points, would 
be added together, then divided by two to give the final composite figure of 6.1, which 
would be the percentage increase allowed in wages up to $130 per month; a different rate 
of increase in either or both of these indexes would, of course, change very materially the 
percentage increase in wages. 

The proposal provides a ceiling on pay increases of 15 per cent of the first $130 earned 
by any employee. Wages would not drop below their present scale, regardless of any 
decline in the composite index. 

4 Thirteen large companies were reported to be adjusting wages automatically to cost- 
of-living changes by H. F. Browne in September, 1941 (Conference Board Management 
Record, Sept. 1941, pp. 108-112). Since 1939, the International Ladies Garment Workers 
Union has been experimenting with a sliding wage-scale adjustment based on cost-of-living 
changes. Many of its 300 locals have included a clause to this effect in their wage agree- 
ments. In addition, an increasing number of smaller firms are experimenting with some 
kind of cost-of-living wage-adjustment plans. A cheese factory in Bloomington, Illinois, 
and the Clifford-Jacobs Forging Company in Champaign, Illinois, are two local firms 
experimenting with this wage policy in the writer’s immediate vicinity. 
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rather sharp limitations. A brief enumeration of some of these limitations may 
be pertinent at this time. 

In the first place the usefulness of a cost-of-living index as a guide to wage 
policy is generally limited largely to periods of business upswing. It is in these 
periods, so its advocates say, that this guide to wage policy works with its 
greatest effectiveness. As a matter of fact neither the Canadian plan nor the 
proposed American railroad plan provide for any reduction of wages below their 
present levels, regardless of cost-of-living changes downward. A guide to wage 
policy that works only one way, i.e., in periods of rising prices and business 
activity, may well be subject to some question as even a temporary policy, and 
much more so as a long-run, permanent policy. Some of the limitations of this 
policy as a control measure and as a real wage stabilizer in periods of business 
upswings were indicated above in the discussion of the Canadian plan. 

Second, as a sole guide to a long-run wage policy, adjusting wages to cost-of- 
living changes gives no recognition to labor’s changing value-productivity. 
According to modern wage theory, in a competitive price economy, wages should 
reflect, at least in some rough way, labor’s value-productivity. If wages were tied 
rigidly to some cost-of-living base, there would be no possibility of any material 
labor progress,—no possibility of labor’s real wage or standard of living ever 
advancing—regardless of possibly great increases in labor’s productivity. 
And it is no answer to say that if labor cannot progress under this plan, neither 
can it retrogress. In a period of sharply falling prices and business activity 
industrial profits in general will tend to decline much more rapidly than the cost 
of living. Wage cuts in all probability could not be limited to cost-of-living 
decreases if business continued to operate at all. If cost-of-living decreases 
set the maximum limit on wage cuts during periods of severe business recession, 
labor’s real income would fall in terms of greatly reduced employment. In a 
profit economy, therefore, a cost-of-living guide to wage policy might prevent 
labor from sharing in advancing labor productivity and real national income, 
but it could not prevent labor’s real income from declining in a period of severe 
business recession. In other words, in a capitalistic society wages may lag 
behind labor’s value-productivity for a considerable period of time, and a cost- 
of-living base for wage adjustments might accentuate this lag, but real wages 
cannot lag much behind falling labor productivity in a period of business decline. 

As a corollary of the above point, it should be mentioned that a cost-of-living 
base gives no recognition to employer profits in determining wages. The ability 
of industry to pay has long been regarded as having at least some weight in 
making wage adjustments. There are marginal, small-profit, low-wage firms 
as well as prosperous, large-profit, high-wage firms in an economy. As a prac- 
tical matter, differences in costs and profits between industries and between 
plants would not permit a rigid adherence to a cost-of-living base as a sole guide 
to wage policy. 

Third, a more important shortcoming of the cost-of-living guide to wage 
policy is the fact that it has little or no value in establishing basic wage rates in 
the first instance,—even if all labor were the same quality or grade. Of even 
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less value would this guide be in determining wage differentials for different 
grades of labor. This policy would not, therefore, eliminate the necessity for 
collective bargaining in the determination of basic wage rates, to say nothing of 
bargaining over nonwage matters such as hours, working rules, closed shop 
policy, etc. Thus this policy would obviously not insure industrial peace. 
It would not even remove wage disagreements as a cause of industrial disputes. 
Some lag will always be present in adjusting wages to rising cost on the up- 
swing, and strong labor resistence to wage cuts in business downswings will be 
inevitable in view of the inherent urge to maintain living standards. 

Fourth, a cost-of-living base for wage adjustments will not insure the mainte- 
nance of labor standards or real wages for all workers. No acceptable cost-of- 
living index could be broad enough to recognize the great variations in living 
costs between geographic localities. Some wage earners will have their incomes 
increased more than the cost-of-living; others will receive less. Nor could any 
acceptable cost-of-living index guarantee the maintenance of real wages for all 
workers because of the great variation in individual incomes. Any practical 
plan for adjusting wages to cost of living must use some wage-level as a base. 
Canada thus uses $25 per week as a base; the proposed American railroad plan 
uses $130 per month. Thus those receiving incomes higher than the base would 
find their real wages were diminishing, while those receiving incomes lower than 
the base would find their real wages were being maintained or increased. 

Finally, the economic and social desirability of tying wages rigidly to cost-of- 
living changes may well be questioned as a long-run wage policy in view of cer- 
tain functional aspects of wages in a price economy. Disregarding for the mo- 
ment the functional aspect of wages as an incentive to output, and considering 
wages merely as a product of the labor market, how much flexibility vs. rigidity 
should wage rates have? Is it not inevitable that supply and demand factors 
may necessitate fluctuations in wage rates, entirely independent of cost-of-living 
changes, in order to redistribute the labor supply in accordance with industrial 
or national needs? To meet the needs of the defense program, and to take care 
of labor shortages and surpluses growing out of seasonal, cyclical, or secular 
changes in industry, some fluctuation in wage rates, regardless of cost-of-living 
changes, seems to be demanded. To insure its smooth functioning a competitive 
price economy in general needs more flexibility in its price structure rather than 
less. 


What wage policy should be followed in the defense period? An acceptable 
wage policy should include at least the three following objectives: (1) as a control 
measure to help hold down a runaway period of inflation; (2) as a protective 
measure to help maintain labor’s real wage and standard of living; (3) as an 
emergency measure to help ease the post-defense readjustment period. A na- 
tional wage policy based on changing living costs would not meet these objectives. 
As was indicated above, so far as higher living costs are the product of a limited 
supply of consumer goods owing to the production of defense materials, higher 
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wages based on these higher living costs would not solve the problem of rising 
prices; it would only aggravate this difficulty. Such a policy would insure the 
economy neither against inflation nor against impairment of labor’s standard of 
living. It would probably be of little value in aiding the post-defense readjust- 
ment period. ‘ 

The principal reliance for keeping down prices, profits, cost of living, and the 
necessity for wage advances in the defense period must be placed on governmen- 
tal fiscal policy. The government must exert every effort to control prices by 
limiting consumer demand to the country’s capacity to produce nondefense 
goods.5 This means that heavy taxation and widespread sales of baby bonds to 
consumers and wage earners must be used to dry up excess consumer purchasing 
power from whatever source derived. If this is successful the question of wage 
policy in the defense period will be more or less answered. Only such wage 
changes as are necessary to equalize demand and supply in the labor market will 
be needed. No guide to wage policy such as cost of living or employer profits 
would be pertinent. 

In so far as government fiscal policy fails to control prices, business profits, 
and living costs, Professor Slichter has suggested that labor’s share in these tem- 
porary profits should take the form of temporary bonuses rather than permanent 
wage-rate increases. Such wage increases should probably take the form of 
bonuses paid in national defense bonds, to be held in trust for the employee until 
the emergency is over. If this policy were followed it would serve the dual pur- 
pose of holding down consumer purchasing power and aiding the post-defense 
readjustment period. Permanent wage-rate increases would increase the diffi- 
culties of the post-defense readjustment period because they would be likely to 
create cost-price relationships unfavorable to employment and early business 
recovery. The liquidation of these bonds in the post-defense period would stimu- 
late consumer demand at a time when it would be greatly needed. 

A strong case can be made for Mr. J. M. Keynes’s wage-deferment plan as a 
national wage policy, especially if governmental efforts in the field of taxation and 
voluntary savings fail to hold down prices, profits, and living costs.’ Roughly 
this plan provides for a diversion of a portion of the earnings of labor into a gov- 
ernmentally controlled account as a wage credit for the employed worker. In 
conjunction with high income taxes, the schedule of deferred wage payments 
would help limit consumer demand to the smaller supply of consumer goods. 
Moreover, the scale of taxes and deferred payments would be applied not only 
progressively but with the proportion taken as tax to rise sharply as income rises. 
This plan has the merit of meeting fairly well the three objectives suggested as 
necessary parts of a national wage policy. It is aimed in the first place to reduc- 
ing consumer purchasing power in a period of consumer goods shortage, thus help- 
ing reduce inflationary influences. Second, it has as a definite part of its objec- 


5 For further discussion of the point see S. H. Slichter, Economic Factors Affecting In- 
dustrial Relations Policy in National Defense, pp. 67-74. 

6 Ibid., pp. 71-72. 

7J. M. Keynes, How to Pay for the War. 
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tive the idea of smoothing the transition from a war or defense economy to a 
peacetime economy. The wage payments withheld during the war would be re- 
leased in the post-war readjustment period, thus bolstering consumer demand at 
a time when it is needed most.* Third, this plan contemplates protecting the 
real incomes of the lowest groups by a progressive scale and a system of family 
allowances,° and for all groups by keeping the cost of living from skyrocketing. 

Although the Keynes plan was not adopted in England owing to the opposition 
of both the Labour and Conservative parties, and despite Mr. Keynes’ belief that 
his plan is not particularly needed in the American defense program at the mo- 
ment,!° it should be given serious consideration in the formulation of national 
wage policy. The alternatives to some such plan as this are grim indeed—either 
inflation with all its injustices and hardships or rigid governmental price controls 
with possibly strict rationing of all consumer goods. 

The present price-control bill being considered in Congress provides for rather 
rigid control of all prices except wages and the prices of farm commodities." The 
principal argument for including wages in any omnibus price-control measure 
has stressed the importance of wages as a cost of production,—that if wages are 
uncontrolled prices will have to advance in order to cover the higher costs of pro- 
duction. This will lead to demands for higher wages to cover increased living 
costs, which will again send prices skyrocketing. In support of this argument 
the Brookings Institution has pointed out that average weekly earnings in 90 
manufacturing industries increased 26 per cent between July, 1940, and July, 
1941." The increase in rates of pay and employment together raised the total 
wage payments in these industries 55 per cent in the first year of the defense pro- 
gram. During the same period the cost of living rose about 7 per cent and manu- 
facturing profits increased about 16 per cent. 

In rebuttal to this argument labor has stressed the fact that higher wages do 
not necessarily mean higher labor costs, that increasing labor productivity may 
offset any tendency toward higher unit labor costs and that the proportion of 
labor costs to total costs is rather low in many industries.” 


8 The proposed expansion of the Social Security program has much the same thought 
behind it, i.e., the idea of limiting consumer purchasing power in the defense period and 
expanding it in the post-defense period by increasing the Social Security tax contributions 
of both employers and employees and greatly increasing the coverage of the Social Security 
Act. 

® Mr. Keynes suggests that the basic minimum wage be set at approximately $8.75 per 
week for unmarried men, $11.25 per week for married men, with an allowance of about 
$1.25 per week for each dependent child. 

10 J. M. Keynes, ‘‘The United States and the Keynes Plan,” New Republic, July 29, 
1940, pp. 156-159. The reason Mr. Keynes thought this plan was not needed in July, 1940, 
and would not be necessary for some time thereafter, was because the American economy 
was so far below full employment and production that no restriction on consumption would 
be needed for a long time. 

11 Emergency Price Control Act, Public Law 421, 77th Cong. 2nd Sess., Jan. 30, 1942. 

2M. Jacobstein, and H. G. Moulton, Effects of the Defense Program on Prices, Wages, 
and Profits, pp. 4-15. 

13 Cf. Monthly Labor Review, Dec., 1941, pp. 1388-1391. 
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There are certainly elements of truth in both of these propositions. But it 
would appear that they both miss the much more vital issue in the problem of 
wage and price control, namely, the consideration of wages and profits as distrib- 
utive shares influencing consumer demand rather than consideration of wages 
primarily as a cost of production. The strongest argument for some wage- and 
price-control measure in the defense period centers around the necessity for limit- 
ing consumer demand. It is therefore extremely doubtful how far government 
price fixing would be successful as an effective device for controling prices, wages, 
profits, and cost of living. Controls must be exercised primarily through limita- 
tions of demand. 

Entirely aside from the question of desirability of some wage-control measure, 
the administrative problems involved in an attempt to enforce rigid wage limits 
would be tremendous. The usually suggested controls would ‘‘freeze” existing 
wage situations for the duration of the emergency. But there is no suggestion 
that workers be prevented from moving from places and industries where wages 
are lower to those where they are higher. And if employers wished to make some 
wage advances beyond those specified in a wage-control law—say to attract new 
workers or hold existing workers—they could do so by promotions, reclassifica- 
tions, bonuses, overtime, etc.—none of which would be prohibited under most 
proposed ‘“‘wage-freezing”’ plans. 

In conclusion the following summary may be offered. One, as long as the 
national income and profits are increasing, some wage increases are desirable. 
Limitation upon wages should not be instituted until the demands of the defense 
program make it impossible to produce both “guns and butter,” and until profits 
of industry are restricted in the same proportion as the contemplated wage re- 
striction. Two, a cost-of-living guide to wage policy, such as the Canedian plan 
or suggested American plans, is wholly inadequate either as a temporary, war- 
time policy or as a permanent, peacetime plan. Even as a supplement to high 
taxes and voluntary savings, such a policy will not secure the ends sought. 
Three, the first reliance for controlling wages, prices, profits, and cost of living 
should be placed upon government fiscal policy, Taxation and voluntary sav- 
ings should be the first line of attack upon inflation and rising costs of living. 
Four, if governmental fiscal policy fails to limit consumer demand to the coun- 
try’s capacity to produce nondefense goods, a national wage policy based on some 
kind of wage-deferment plan should receive serious consideration. And finally, 
any wage policy that eventually emerges from the defense period should prefer- 
ably be the result of agreement among representatives of labor, industry, and the 
government, rather than imposed upon labor and industry by the government. 
Governmental compulsion in the establishment of a national wage policy should 
be undertaken only as a last resort. 
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An Engineer’s Manual of Statistical Methods. By Leslie E.Simon. New York: 

John Wiley & Sons, 1941. Pp. ix, 231. $2.75. 

The author states, in his preface, that this is not a formal textbook in probabil- 
ity, statistics, or logic, but is rather a summary of certain working parts of these 
sciences; that the book is designed for the use of the practical man whose primary 
interest is centered in his industrial or engineering work; and that it endeavors 
to give him a few practical working tools which will enable him to perform his 
work more quickly, surely, and economically. The explanations given in the 
book are by no means complete enough to make it suitable for teaching. 

By means of examples, the author explains the use of several charts (furnished 
with the book) in forming a basis for accepting or rejecting a lot of articles from 
which a sample is tested. These examples are described in great detail, but no 
attempt is made to explain the theory underlying the reading of the charts. 

The usefulness of the book as a statistical manual could be increased by delet- 
ing a large portion of the expository material, and including a section on Analysis 
of Variance. As a guide to sampling procedure, it is probably adequate. 

Four appendices are attached to the book. In them some discussion of the 
mathematics involved in the construction of the above-mentioned charts is given, 
and in one of them is described a system for the control of quality in a manufac- 
turing process, with instructions for the use of the system. 

North Carolina State College J. M. CiarKson 

University of North Carolina 


Economics of Social Security. By Seymour E. Harris. New York: McGraw- 

Hill Book Co., 1941. Pp. xxvi, 455. $5.00. 

There has been an urgent need for studies of our more important economic 
problems along the lines of the newer developments in economic theory. Pro- 
fessor Harris has provided us with one such study of the economics of social secu- 
rity. This volume is one that should prove extremely useful to the economist 
interested in determining the place and function of the social security program 
in our economic system. 

Unlike other studies of social security, it is merely an historical and statistical 
statement, for it is based on a thorough understanding of the broader economic 
problem of which social security is but a part. In this volume, Professor Harris 
considers the social security program in relation to output, the problem of finance 
and reserves, and the incidence and effects of the social security program. The 
discussion is at all times on a level to sustain the interest of the intelligent reader. 

It is impossible, of course, to agree with Professor Harris in every one of the 
numerous complex problems he discusses. But disagreement on specific points 
does not detract from the merit and the usefulness of this volume. 

One of the central problems in social security on which there has been and is 
much disagreement is the accumulation of reserves. The arguments presented 
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on this question have had more than the usual content of fallacy. But the issue 
should not be prejudiced by the fact that fallacious arguments have been pre- 
sented against the holding of a reserve equivalent in one sense or another to the 
accrued liabilities to the beneficiaries of old age insurance. Professor Harris 
believes that failure to accumulate an adequate reserve (not necessarily of the 
magnitude that would be required by private insurance companies) will necessi- 
tate such a heavy burden of taxation to make benefit payments in the future as 
to introduce a strong deflating force in the economic system. The reserve ac- 
cumulated need not be in the form of a fund of securities. It may take the form 
of reducing the national debt (through an excess of security tax collection in the 
early years) and diminishing the amount of taxes that might otherwise be re- 
quired in the future. 

It should not be overlooked that the accumulation of a reserve is primarily for 
the purpose of meeting a problem that will arise in the distant future. In a world 
faced with urgent current problems, the solutions designed to meet future diffi- 
culties must be valued at a discount in comparison with tie solutions designed to 
meet current difficulties. If taxation to accumulate a reserve for 1970 or 1980 
was deflationary in 1937, necessitating a program of public borrowing and expend- 
iture to induce recovery, it cannot be said that the reserve contributed to the 
easing of tax problems in 1980. To some extent, the deflationary effects of 
accumulating an old age insurance reserve must manifest themselves in the future 
tax burden. 

It would seem more reasonable to provide a flexible plan for social security in 
which present problems are given primary consideration. Now, taxation of 
wages and pay rolls is desirable because of the urgent necessity of reducing cur- 
rent consumption and investment. Some years from now, such taxation may be 
undesirable because of the necessity of inducing additional consumption and in- 
vestment. The accumulation of an old age insurance reserve cannot be con- 
sidered apart from these urgent problems of the present and the near future. 

Washington, D.C. E. M. Bernstein 


The Economics of American Defense. By Seymour E. Harris. New York: W. 

W. Norton & Co., 1941. Pp. 350. $3.50. 

The prefatory note to Professor Harris’ book on the economics of American 
defense bears the date August 11, 1941. Yet so rapid has the development of 
events been since the publication of this book, that the magnitudes discussed by 
Professor Harris (official theugh they were) are no longer relevant to our wartime 
problem. For example: “A maximum outlay of $25 billion ($7 billion for non- 
defense and $18 billion for defense) is easily envisaged.” 

It is a tribute to the broadness of Professor Harris’ point of view that despite 
the rapid change in the program of war expenditure, what he has to say on the 
resources available for war and on fiscal policy is as pertinent now as it was in the 
summer of 1941. 

The resources available for war depend on output and the value of consump- 
tion and investment. Our pattern of production ordinarily entails a large vol- 
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ume of investment in producers’ and consumers’ durable goods. The curtailment 
of such investment can provide the resources we require for war. The extent to 
which the diversion of resources from civilian investment to war can be carried 
is indicated, according to Professor Harris, by the level of such investment during 
the depression. With a war expenditure program that may exceed $50 billion a 
year, it will be necessary not only to divert resources from civilian investment, 
but also from consumption. 

The discussion of inflation presents a thorough analysis of the problem. One 
point made by Professor Harris needs wider recognition. He writes: “In a de- 
fense economy there are various ways of assuring supplies. Many too readily 
assume that the supplies will be obtained, whatever the methods of acquisition.” 
The foremost objection to inflation in time of war is not that it results in personal 
injustices but that it imperils the attainment of the desired level of war output. 
If the government tries to outbid investors and consumers, it will surely raise 
prices, and it may not secure the necessary supplies. 

Washington, D.C. E. M. Bernstein 


Staff Report to the Interdepartmental Committee on Puerto Rico. By Erich W. 

Zimmerman, Washington, D.C. 1940. Pp. 308. Free. 

After over 40 years of American dominion Puerto Rico remains a distressing 
problem. During the first 15 years of American administration some progress 
in welfare was made, but little advance has been made since. If anything, con- 
ditions have been growing worse during the past decade. A basic examination 
of the Puerto Rican problem was therefore in order. The movement for the 
investigation and research, of which this report is the outcome, had its origin in 
Puerto Rico. An island-wide convention held in March, 1939, sent a delegation 
to Washington “in order to submit Puerto Rico’s case” to the United States 
government. This delegation urged upon the President the creation of an inter- 
departmental agency, and in response to this request an Interdepartmental Com- 
mittee on Puerto Rico was appointed, consisting of representatives of the Depart- 
ments of State, Interior, Agriculture, Commerce, Labor and of the Tariff 
Commission. 

Though the report contains a great deal of material,no less than 300 pages of 
compact outline, it is restricted in scope. It covers only the economic phase of 
the problem. The report rightly concludes that while the entire responsibilty 
for present Puerto Rican conditions cannot be charged to American policy, the 
United States cannot escape a partial responsibility. The American policy of 
assimilation, free trade between the United States and Puerto Rico and the ex- 
tension of the American tariff to Puerto Rico, may not have been the most for- 
tunate one for the social and economic development of the island. The report 
recommends, though rather gently, that the United States adopt a separate and 
special national policy towards Puerto Rico. The report makes a number of 
specific as well as general recommendations, but the authors do not expect that 
the adoption of all of the recommendations would go far to solve the problem of 
Puerto Rico, since it would leave the major problem of the island untouched. 
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Americans in Puerto Rico have learned what the British in India and the Dutch 
in Java have—that every advance made in improving welfare is speedily neutra- 
lized by an increase of population. Until the problem of population pressure is 
solved all other remedies can serve only as palliatives. 

Professor Zimmerman and his staff have prepared an excellent report. They 
have clearly indicated that some change of policy with respect to Puerto Rico is 
necessary, they have suggested the lines for some of the necessary changes, and 
they have prepared the way for further basic studies. All students of the prob- 
lems of backward areas as well as students of Puerto Rican problems will welcome 
this addition to the literature of colonial administration. 

University of Kentucky Amry VANDENBOSCH 


The New Economic Warfare. By Antonin Basch. New York: Columbia Uni- 
versity Press, 1941. Pp. xvi, 190. $1.75. 

This book contains ‘in extended and completed form” a series of public lec- 
tures delivered at Columbia University during the summer session of 1941. It 
is addressed both to the general public and to economists and other specialists 
working in the field of war economics. The author, formerly prominent in the 
academic, business, and political life of Czechoslovakia, had unusual opportuni- 
ties to observe at first hand the economic and political developments of ‘‘that 
twenty years’ crisis’ which in 1939 flared up in open warfare. In this book the 
author endeavors to make clear to the American lay public, many of whom in 
1941 believed themselves far removed, both geographically and spiritually, from 
the center of this earthquake, what total war really means, especially in the realm 
of economic affairs. 

The reader is given an excellent eyewitness account of Germany’s shift from a 
struggling but impotent democracy to a ruthless, aggressive, and powerful dic- 
tatorship whose leaders throw time-honored and time-worn economic doctrines 
to the wind and make economic warfare an integral part of the national struggle 
for existence. In particular, the story of German economic penetration in the 
Balkan countries is vividly told. 

The author shows that so long as, in the minds of the people, democracy is 
identified with laissez faire capitalism, a “democracy” cannot wage total war and 
hence cannot stand up against a power which does wage total war. According 
to the author, we too must choose between guns and butter if we want to build 
up “that real war fund’’—the phrase is borrowed from Pigou’s The Political 
Economy of War—without which our superior military potential cannot 
be translated into that directly and immediately available effectiveness which 
alone can yield victory. The author sees the present world struggle as one be- 
tween the slow moving but potentially stronger democracies and the better pre- 
pared but potentially weaker totalitarian powers, whose initial advantage of 
several years’ headstart is beginning to wear off. 

In appraising this book, it isnecessary to keep its popular character constantly 
in mind. Many vital and complex topics are touched upon—the Treaty of Ver- 
sailles, the origin of Nazism, the new technology, nationalism, democracy, post- 
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war prospects, and many other of similar scope and depth. But within the 
narrow framework of a few lectures, these complex problems could not be fully 
and intensively developed. On the other hand, the book is suggestive, stimulat- 
ing, and informative; and as such, a welcome addition to the literature of war 
economics. Many economists will share with the reviewer the wish that the 
rich experiences of the author will soon bear fuller fruit in a more comprehensive 
volume. 
University of North Carolina Erich W. ZIMMERMANN 


Business Statistics. By Martin A. Brumbaugh and Others. Chicago: Richard 

D. Irwin, 1941. Pp. xv, 913. $4.00. 

The authors have succeeded admirably in doing what they sought to accom- 
plish according to their preface, namely, to develop the “elementary or founda- 
tion methods of the subject . . . with unusual emphasis.” The reviewer does not 
know of any text other than this in which the exposition is better suited to the 
needs of the elementary student. There is an abundance of good illustrative 
material in all the chapters, and the organization proceeds in a connected man- 
ner which gives a sense of unity to the whole presentation. For example, the 
reviewer likes especially the inclusion of the broad aspects of the problems of 
sampling as an integral part of the discussion of planning an investigation. This 
is followed near the end of the book by a more technical treatment of the accuracy 
of sample measures, which carries as far as the use of 2”, the z and ¢ distributions, 
and the analysis of variance. 

In the matter of content the text in hand is unusual in that it gives three or 
four times as much space as the average elementary work to a discussion of the 
planning and execution of investigations, either in the field or in the library. 
The treatment of this topic is in the reviewer’s opinion incomparably the best 
he has seen in elementary works. This follows logically from the fact that a 
brief treatment of field work is almost worthless, while an adequate treatment 
has to be an extended and elaborate one, as in the present case. 

On the other hand the other topics usually considered are not neglected in favor 
of investigational methods; for there are two long chapters on each of the follow- 
ing subjects: ratios, graphs, central tendency, and index numbers. One chapter 
is devoted to frequency distributions and one to dispersion and skewness. There 
are five chapters on the analysis of time series, and one rather advanced chapter 
on the use of statistics in the internal control of business. The chapter on corre- 
lation does not include either partial or multiple correlation. 

University of Florida Montcomery D. ANDERSON 


Introduction to Responsible Citizenship. By W. E. Mosher and Associates. 

New York: Henry Holt & Co., 1941. Pp. viii, 887. $3.25. 

This text in what some would call civics, others social science, is the product 
of the experience and efforts of seven members of the faculty of the Maxwell 
Graduate School of Citizenship and Public Affairs at Syracuse University. It 
represents a successful attempt to broaden the scope of individual responsibility 
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in modern society by depicting the citizen as not only confronted with political 
and governmental responsibilities but with extended obligations of an economic 
and social character. This responsibility must be understood and observed if 
democratic society is to continue. The authors clearly define their attitude to- 
ward the unity of society and the universality of responsibility by their apt quo- 
tation of Donne’s famous passage that includes “any man’s death diminishes me, 
because I am involved in Mankinde.” 

The book, divided into five parts, depicts man as the sharer and builder of a 
culture, as a political animal, as an actor in the economic field, as the inheritor of 
the historical heritage of democracy, and as the present chooser amongst the 
rival philosophies of society. It is a vast and complicated project replete with 
discursive elements, most of which the authors succeed in integrating. 

The tone of the work is liberal in the twentieth century meaning of the term. 
Economists will be interested that the approach to the problem of economic con- 
trol is a blend of the best elements of individualism with the amount of public 
control of business considered desirable to prevent the abusive excesses of our 
economic past. Conservatives, however, will be inclined to doubt that the Rus- 
sian economy seems to be approaching ours rather than the opposite. The over- 
all attempt is the development and inculcation of attitudes that will produce 
thoughtful, responsible, liberal citizens for a democracy. 

The student will find little complaint with the objectives of the text as a whole 
or with the execution of its various parts. It must be admitted, however, that 
there is a cumulative effect of heaviness and of excessive length. Despite the 
laudable purpose of the writers and their patient and frequently penetrating 
analysis of social problems of the most vexing character, many students, with the 
immaturity that frequently accompanies the first year’s work if this be respon- 
sible citizenship, will sigh for the good old days of irresponsibility. This perhaps 
as well as anything else would illustrate a basic handicap of the democratic sys- 
tem: citizenship in it must be not only responsible but strenuous. 

University of North Carolina James L. GopFREY 


Economic Geography. By Bernhard Ostrolenk. Chicago: Richard D. Irwin, 

1941. Pp. xvi, 804. $4.00. 

The book is divided into five parts. Part I contains a brief survey of the effects 
of physical environment; Part II—Power, treats of coal, petroleum and hydro- 
electric energy; Part II1I—Metals and Minerals, discusses the important metals, 
their alloys, and new developments; Part IV—Agricultural Resources, deals 
with the chief American crops, while Part V—Movement and Conservation, em- 
braces forests and their conservation, transportation and trade and a brief chap- 
ter on conservation of natural resources. 

The author assumes the student of his text has already had a good foundation 
course in physical geography, Part I serving as a review introductory to the dis- 
cussion of economic development. 

The text material deals with the economic development of the United States 
and shows comprehensive knowledge of that which has been taking place. The 


. 


BOOK REVIEWS 519 


raaterial is not a compilation or combination of paragraphs clipped from govern- 
ment publications and trade journals as has been the case with one or two recent 
so-called geographic books. It leaves the student with a realization that econ- 
omic geography is truly a dynamic subject with man the outstanding influence. 
It shows the rapidity with which man changes his environment and the effect 
those changes have upon him, his activities and his way of thinking. 

Ostrolenk’s Economic Geography is adaptable to a second semester or second 
quarter course in economic geography, one which deals with the United States. 
It does not give the student much information on what is taking place beyond 
our borders. 

Whether or not a curriculum provides a course in the economic geography of 
the United States, the book is valuable as source material to any geographer who 
is interested in the economic development of this country. 

Duke University Ben F. LemMert 


The Structure of the Nazi Economy. By Maxine Y. Swezy. Cambridge: Har- 
vard University Press, 1941. Pp. 255. $3.00. 

The present reviewer does not believe that this work is on a par with the most 
significant works in the existing literature, like those by Fritz Ermarth, F. Mor- 
stein-Marx and Guillebaud. It is, however, in many respects, a useful addition 
to that literature. This applies particularly to the author’s discussion of finan- 
cial policies, a field in which she obviously is especially at home. Also her 
statistical analysis in the chapter on national income, consumption and social 
welfare is interesting; though it may be questioned whether a statistical analysis 
somewhat geared to the theory of the business cycle is pertinent to the national 
socialist system in which the complete control of the government over credit and 
credit expansion and its decisive influence on social consumption for the time 
being eliminates the problems of the business cycle. Other chapters, particu- 
larly those on industry and transportation, are not so well informed and to our 
mind not so judicious in dealing with the material. Others, like that on agricul- 
tural planning, offer very little material which is in any sense new. 

A clear picture of the structure of the Nazi economy is not achieved because 
the architectonic principle of that economy, the emphasis on public welfare in the 
sense of military prowess and morale, is not stressed. The author tries above all 
else to answer the question: “What did the national socialist regime do to private 
business and particularly to big business?” winding up with the result that 
“tyranny in the age of machines presages the continuation of an economic system 
which is basically decadent, but efficient and aggressive at war.” 

Duke University HERBERT VON BECKERATH 


Money and Banking. By J. Marvin Peterson and Others. New York: Mac- 
millan Co., 1941. Pp. xvii, 742. $3.75. 
As a conventional text in money and banking, this is a commendable piece of 
work. The writing is clear and concise; factual material is usually well summar- 
ized; and the authors have generally concealed any bias by offering arguments on 
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both sides of an issue. In the discussion of such a controversial question as bank 
service charges, the authors carefully point out the fundamental considerations 
in unemotional language. In a few cases, such as commodity-standard money, 
a subject is not given the treatment it deserves and in the case of bimetallism, 
old and mistaken notions are offered anew. However, the book is probably the 
most objective and judicious text in money and banking. 

The authors’ discussion of the commercial banking process should make the 
operations of an individual bank very clear to students. More space might, 
however, have been devoted to monetary history, Federal Reserve policy, and 
monetary theory. 

From experience with teaching a number of money and banking textbooks, the 
reviewer is convinced that the student learns most from a book that challenges 
his prejudices, presents problems that he must analyze, and deals with the subject 
in terms of fundamental principles that apply in various situations or cases. Un- 
fortunately, most of the space in the available texts in money and banking is 
taken up with explanations of legislation, chronological narrations of events, and 
petty details concerning bank and government administration. New legislation, 
new events, and changes in administration make the textbook and the material 
that the student learned obsolete. 

Most textbook writers seem to suffer from an occupational disease that makes 
their writings extremely dull and uninspiring. Few new or startling ideas are 
presented per 100 pages. The causes of this occupational disease cannot be dis- 
cussed here, but it would be a nice problem for an economist to calculate the 
waste involved in having ten or more oligopolistic publishers offer textbooks 
that are about as similar to one another as the different brands of cigarettes or 
gasoline. 

Duke University Ricuarp A. LESTER 


Statistical Cost Functions of a Hosiery Mill. By Joel Dean. Chicago: Univer- 
sity of Chicago Press, 1941. Pp. 116. $1.00. 

The Relation of Cost to Output for a Leather Belt Shop. By Joel Dean. With a 
Memorandum on Empirical Cost Studies by C. Reinold Noyes. Technical 
Paper 2. New York: National Bureau of Economic Research, 1941. Pp. 72. 
$0.50. 

These are two of a series of studies on cost curves being made by Joel Dean. 
The general procedure is to derive regression equations in which total cost is the 
dependent variable, and volume of production and in some cases other series also 
are the independent variables. 

Both linear and cubic curves were fitted, but the relationship between cost and 
volume of production apparently was linear. Scatter diagrams with narrow 
scatter around the straight lines, and high coefficients of correlation as well as 
statistical tests of significance provide convincing evidence of the linear relation- 
ship. In fact the coefficients of X? and X°, for the hosiery mill study, were of an 
opposite sign from that indicated by economic theory; i.e., the curves bend the 
wrong way! The form of the total cost curve was further checked by fitting 
curves to average cost data and to an approximation of marginal cost data. 
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Various difficulties which are encountered in cost studies are discussed, such 
as: selection of firms for study; rectification of cost data for price changes and for 
lack of synchronization of cost and production records; measurement of produc- 
tion where production is nonhomogeneous. 

The linearity of the total cost curves, resulting in horizontal marginal curves, 
both for combined cost and its constituent elements, is explained by the presence 
of a high degree of “segmentation,” i.e., the utilization of equipment at variable 
rates. Various types of segmentation are explained in both studies. This ap- 
parent linearity and the reasons for it are probably the most significant results of 
the study. Dean concludes his leather belt shop study with the statement, 
“The implication of this study, an implication of interest to industrialists as well 
as economists, is that marginal cost within the usual range of output may be more 
prevalent under modern operating conditions than has been implied by much 
economic theory.”” Noyes adds that ‘in modern technology, any law of propor- 
tioning of factors or its underlying law of diminishing productivity ceases to 
operate once the plant is built and equipped.” And later: “Casual observation 
. .. does warrant the suspicion that, in dealing with these entities, the theory of 
costs has been fundamentally defective.” 

These studies, and others of a similar nature, are very useful in bringing eco- 
nomic theory into harmony with the facts of business. Such studies should also 
prove of use to the businessman in making more accurate estimates of cost for 
budget purposes. Extensive use of such studies, for this purpose, however, 
probably must await some modification of existing accounting techniques. 

University of North Carolina Duprey J. CowDEN 


The Negro Federal Government Worker: A Study of His Classification Status in the 
District of Columbia, 1883-1938. By Lawrence J. W. Hayes. Washington, 
D. C.: Howard University, 1941. Pp. 156. 

Mr. Hayes’ study aims to prove that the merit system of Civil Service has 
not been adhered to strictly, since the majority of Negro federal government 
workers are found in the subclerical classification levels. He quotes letters, lists 
of employees with their positions and salaries, and statistics of comparative 
employment of Negroes and whites, all pointing to the fact that discrimination 
has always been present. His conclusion contains ten points of recommendation 
for remedying the situation. 

Fiske University Frances L. Yocom 


The Southern Negro and the Public Library. By Eliza Atkins Gleason. Chi- 
cago: University of Chicago Press, 1941. Pp. 218. $2.50. 

Though Mrs. Gleason’s study covers less than 250 pages, the magnitude of her 
task is borne in upon one continually as he reads. The statistical detail is at 
times overwhelming. Everyone who has been interested to even a slight degree 
in library service to Negroes in the 13 southern states has known that this service 
is meager and inadequate, but this study proves exactly how meager and inade- 
quate it is. The exhaustive statistical tables deal with every possible phase of 
the subject from the quantitative standpoint. 
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Mrs. Gleason obtained her source material from published state and federal 
documents, correspondence with state library agencies, records of the American 
Library Association and other library organizations, questionnaires, and through 
direct observation. This wealth of material has been organized into a logical 
sequence of. chapters beginning with the historical background and carrying 
through all quantitative phases of the subject to a final chapter of conclusions 
and recommendations. A sampling of the pertinent findings are as follows: 


Of a total of 774 public library units in the South, only 99 provide service to Negroes. 

44 per cent of the white population of the thirteen states considered receive service in 
contrast to 21 per cent of the Negro population living in the same area, 

In Mississippi only 6.6 per cent of the Negro population had public library service in 
1939. (However, this is an improvement over 1935 when only 4.68 per cent had service.) 

... in no instance is there as high a percentage of the total rural population served as 
of the urban. ... the total percentage of the urban population served is approximately 
ten times greater than the total percentage of the rural population served, 56 and 5 per 
cent respectively. 


The multiplicity of surveys made in the past decade has given rise to the 
criticism that many of them serve no real purpose. That criticism cannot be 
made of this study, or of any of the great number which like it have come out of 
the University of Chicago Graduate Library School. In this case, the survey 
is only one of several which have been planned to study the problem of library 
service to Negroes in the South. Mr. Louis R. Wilson remarks in his foreword 
that this study “constitutes ...the first major step in the description of the 
actual service rendered Negroes through regularly established public libraries 
in the region.” Another already under way is that being carried on by the 
United States Office of Education, dealing with the libraries of Negro colleges 
and universities. When the aggregate of information gained is pooled, there 
will be at hand an adequate and essential body of facts necessary for planning 
remedial action. However, already in this, the first of the related studies on the 
subject, Mrs. Gleason makes nine recommendations which are timely and 
pertinent, a basis in themselves for directing measures of amelioration. 

Fiske University Frances L. Yocom 


Occupational Mobility. By Omar Pancoast, Jr. New York: Columbia Univer- 
sity Press, 1941. Pp. viii, 155. $1.75. 

This treatise attempts a refinement of the Keynesian theory of employment. 
Whereas Keynes considers only the possible effects of general increases or reduc- 
tions in money-wages, Dr. Pancoast inquires as to the possibility of increasing 
the propensity to consume by redistribution of income among classes of labor. 

After reviewing the available evidence, he concludes that the demand for 
higher paid workers is elastic while most of the unskilled, low-paid workers are 
in the agricultural and extractive industries “where demand is notoriously in- 
elastic.” “If our educational system, with the cooperation of labor and profes- 
sional organizations, can provide more trained workers for those occupations 
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where higher earnings indicate a greater relative need for them,” purchasing 
power, the propensity to consume, employment and national income will be 
increased. An increase in the number of workers in the high-wage occupations 
would depress wages: but since demand is elastic, total wage payments would 
rise. The existence of fewer workers in the low-wage industries would cause 
wages to rise, but an inelastic demand for labor would maintain employment at 
the higher rates. This would divert a larger share of the total income to those 
groups who have a higher propensity to consume; and following the Keynesian 
analysis, employment and national income would be increased. Greater oppor- 
tunities for investment would appear in those areas where skilled workers were 
formerly scarce as well as in those areas where labor costs were rising. 

It is true that some studies have shown, as in the case of the building trades, 
that a reduction in wage rates might result in larger total returns to the workers. 
In the reviewer’s opinion, however, it is exceedingly doubtful that there is as yet 
sufficient evidence to warrant any general conclusions about the elasticity of 
demand for labor in the classifications of Dr. Pancoast. He gives too little 
attention to the possible effects of the existence of strong labor unions or other 
monopolistic elements in the high-wage occupations. This book is very interest- 
ing, although too abundant use of quotations makes part of it repetitious. 
While the answers given are not as definitive as they have been made to appear, 
the author has made an important contribution in his theoretical analysis and 
particularly in the questions he has raised about wage differentials, a field in 
which there has been too little study. 

University of North Carolina GrraLp A. BROWN 


The Federal Reserve Bank of Richmond. By C. G. Coit. New York: Columbia 

University Press, 1941. Pp. xv, 140. $2. 

This study of the Federal Reserve Bank of Richmond proceeds from an anal- 
ysis of the economic and banking institutions and conditions in the district to the 
organization and operations of the Federal Reserve Bank and its relations to 
banks and business in the area. The financial statements of the bank are briefly 
analyzed. A chapter is devoted to bank suspensions and banking supervision 
in the district, while a concluding chapter summarizes the study. 

The framework of the study is well conceived, and a substantial body of 
informative data is assembled. Unfortunately, the author has oversimplified 
the analysis of the economy of the district in terms of cotton and tobacco culture 
though he notes its increased manufacturing output. Proceeding on the hypoth- 
esis that the bulk of bank loans arise from cotton and tobacco culture and 
assuming that a large proportion of the financing of manufacturing operations 
is done outside the banks, he is led into an oversimplified explanation of bank 
failures (p. 82), member bank borrowings (p. 52), check clearings (p. 64), popu- 
lation per bank (p. 22), and the rediscount rate and its effects (p. 59). More 
fundamentally, overemphasis of the cotton and tobacco formula has resulted 
in an incomplete and at times inaccurate appraisal of the policies and services 
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of the bank. Data which could not be explained by the formula were too fre- 
quently glossed over, though there are notable and satisfying exceptions. 

The author also pays little attention to the impact of external national and 
international conditions on the operations and policies of the bank. For these 
reasons certain conclusions do not seem to be justified. Quite illogically, the 
bank is criticized for its high expense ratio in 1940 when its bill holdings and 
interest rates were low because of the factors beyond its control. The open 
market operations of the system and its effects on the portfolio and earnings of 
the bank are held to be beyond the scope of the study, a limitation which seri- 
ously impairs the analysis and is perhaps responsible for the inferential criticism 
of the bank (p. 104) for selling securities at a profit. The loans of the bank to 
the system should have been shown along with the borrowings therefrom (p. 
52). The assertion that the bank lacked independence in its rediscount rate 
policy cannot be substantiated without a more careful analysis of its clearing 
position with the Inter-district Settlement Fund and a more exhaustive analysis 
of the degree of autonomy inherent in the system of regional institutions. 

The author is apparently convinced that the Fifth District should never have 
been created. This is a debatable issue, but the creation of this district should 
not alone be held responsible for the faulty districting of the entire Atlantic 
Coast (p. 113). At least it is comforting to know that the district pattern did 
not increase the number of bank failures (p. 115). And since the contrary is 
not proved, it may be suggested that there is a possible relationship between the 
establishment of the Federal Reserve Bank of Richmond and the subsequent 
rapid industrial progress of the area which the author has so inadequately 
analyzed. 

University of North Carolina Joun B. WoosLEy 


Municipal Government and Administration in Georgia. By Lloyd B. Raisty. 
Athens, Georgia: University of Georgia Press, 1941. Pp. xvi,316. Free. 
Professor Raisty has made a splendid contribution to the slowly accumulating, 

but much needed case studies of municipal government and administration in 

the United States. His pattern of investigation follows that established in 
previous studies in other states. It should serve admirably as a model for future 
investigations. 

Of Georgia’s 578 municipal corporations, the author accumulated data through 
personal field visits to 123 of them. Stress is naturally laid on the public busi- 
ness of the larger communities—Atlanta, Savannah, Augusta, Macon, and 
Columbus—but the sample of other communities is sufficient to cause the 
generalizations made about them to be sound. 

After a brief history of the development of Georgia’s municipalities, the author 
makes a thoroughly competent analysis of the legal aspects of local government, 
based on an examination of some 300 charters and charter amendments. Suc- 
cessive chapters thereafter deal with intergovernmental relations, governmental 
and administrative organization, personnel administration, financial administra- 
tion of revenues and expenditures, the administration of public safety and of 
social services, and municipal industries and public works. 
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The book is well written, and it should prove interesting to laymen as well as 
useful to administrators and academicians. Each section is introduced by a 
brief description of the general municipal practices the country over. Georgian 
conformities or diversities are then analyzed, and each chapter is adequately 
summarized. The text is replete with tables—61 in all. In a few instances, the 
reviewer wished for a further report on the achievements of some of the agencies 
described. He also missed a map of the state, with cities duly inscribed. Other- 
wise he was satisfied. 

The author has not hesitated to emphasize the deficiencies in Georgia’s munic- 
ipal government. Most of the weaknesses discovered can be found in any state, 
but a few are peculiar to Georgia. Cities have little constitutional protection 
against raids by the state legislature, so raids are made. Constitutionally im- 
posed debt limits can be altered only by amendment, hence the state constitution 
has been amended 45 times on that account alone. Although local public 
business is not impeded by cumbersome township units, it is hardly conducted 
with maximum efficiency by 161 counties and 1504 school districts. 

No major scandals have marred the municipal record of Georgia, yet accumu- 
lated irregularities loom large. In one city whose charter forbids the re-election 
of its mayor, the present chief executive is serving his twelfth consecutive term! 
Municipal accounts may or may not be kept systematically. One city clerk was 
sure of nothing except that the till was rather bare. Half of the 123 localities 
investigated had no normal budgetary system. 

Personnel administration, when there is some, is usually haphazard. Atlanta 
has four separate civil service systems and three separate pension systems. 
Twenty-one communities have city managers most of whom have little or no 
appointive power. Many technical officers are elected, frequently by a non- 
secret ballot system. Pre-service training for police, fire, and other employees 
is negligible. 

A lack of centralized fiscal control has resulted in a maze of haphazard and 
illogical municipal financial patterns. Tax delinquency is widespread. Assess- 
ments are inequitable. Revenues from municipal utilities are widely used, 
unjustifiably, to replace taxes. 

The social services—education, libraries, ete.—occupy a “subordinate place in 
municipal affairs” in Georgia. The cities tend to inexcusable penny-pinching 
in this area, the author believes. Planning and zoning are just beginning to 
come into their own. 

Despite their deficiencies, many of Georgia’s cities—particularly the larger 
ones—are advancing toward more acceptable governmental and administrative 
procedures. Professor Raisty’s fine work should aid them materially. 

University of Florida E. HawLEY 


Paying for Defense. By Albert Gailord Hart and Others. Philadelphia, 
Blakiston, 1941. Pp. viii, 275. $2.50. 
Specific proposals for financing defense should command wide attention. 
This book presents a detailed plan of action. Diagrams and statistical data are 
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used to support the suggested program, which could be employed on anenlarged 
scale to finance the war. 

A fiscal policy which will cause purchasing power to be transferred from 
individuals to the government, thereby checking private spending and shifting 
resources to war purposes, is needed. Production for war can thus be maxi- 
mized and inflation checked. According to the authors, output expansion alone 
will be insufficient to block inflation; banking and currency measures are inade- 
quate; price control, priorities and rationing, although necessary under certain 
conditions, fail to reach the core of the problem. Nonexpansionary borrowing 
is a partial check on rising prices. Chief reliance, however, must be placed on 
taxes. 

It is the authors’ thesis that the net income tax should be extended and 
adjusted to current needs. The tax base should be broadened; loopholes 
should be plugged; source-collection methods should be employed. Corporate 
income should be “taxed to its owners under personal income taxation” p. 109. 
(The authors recognize the legal and administrative difficulties involved.) 

General sales taxes are subjected to the usual criticisms. Of particular sig- 
nificance is the contention that rates would need to be extremely high in order for 
this tax to produce adequate revenue. High rates, in turn, would lead to high 
prices. Selective sales taxes, as currently used, are not causing productive 
resources to shift to defense (or war) needs. 

Brief accounts of war finance in Germany, Great Britain, Canada and Japan 
provide interesting data for purposes of comparisons. 

This book is timely and warrants wide circulation. Its thesis will appeal to 
anyone believing that justice in taxation is founded upon the principle of ability 
to pay. 

Coe College C. Warp Macy 


Contemporary Economic Systems. By Earl R. Sikes. New York: Henry Holt & 

Co., 1940. Pp. xiv, 690. $3.00. 

Recognizing the vast changes that have taken place in world economies since 
1930, the author has written this volume to contribute to a better understanding 
of both our own and the totalitarian systems. His book is the first of The Amer- 
ican Business and Economic Series, “ . . . a new publication venture and, in part, 
a projection of the American Business Series formerly edited by Dean Roswell 
C. McCrea of Columbia University.” 

The book is divided into five parts, and contains 30 chapters, the first two 
parts serving as a background for the remaining three. The first part is devoted 
to “The Criteria for Evaluating Economic Systems,’ and contains a rather brief 
but excellent discussion of the parametric function of prices in an unplanned 
economy. In the reviewer’s opinion, this material is very ably handled and 
presents the undergraduate student with a readable discussion of the implications 
of economic theory which is often unduly Spartan. Part II, which is the longest 
of the five, deals with the ‘‘Background and Theoretical Development of Radical 
Movements.” Except for Chapter III, which is rather encyclopedic, this material 
is presented in an interesting and stimulating manner. 
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The third and fourth parts cover “Russian Communism in Practice” and 
“Italian and German Fascism,” and include evaluations of the Soviet Union, 
Fascist Italy and Nazi Germany. In the reviewer’s opinion this material is 
handled in an upright and sensible manner. The final part of the book, which is 
rather brief (60 pages), contains a critical analysis of the cooperative movement 
and two chapters on economic planning under capitalism. 

Useful summaries and appraisals have been placed at the end of several chap- 
ters, and selected bibliographies are included in the book. In addition, the 
reader will find certain works, and in some instances sections of specialized works 
designated as being excellent discussions of the topics being considered. It is 
unfortunate, however, that the author has not included brief comments regard- 
ing the quality of the works listed in the selected bibliographies. Some teachers 
might object to the omission of questions at the end of each chapter, as well as 
of topics for class discussion. 

In the reviewer’s opinion, the author has written an excellent text for advanced 
undergraduate students. The book should find a ready acceptance by those 
interested in centering their courses in economic systems about a sensible treat- 
ment of a very controversial series of topics, prefaced by a simplified but sub- 
stantial statement of theoretical material. 

Southwestern Louisiana Institute J. Pains 


Collective Wage Determination. By Z. Clark Dickinson. New York: Ronald 
Press Co., 1941. Pp. xviii, 640. $5.00. 
The growing power of trade unions to control wage rates through collective 

bargaining agreements and the tendency for the federal and state governments 

to take an active part in the field of wage reguiation make any book dealing with 
the numerous problems of collective wage determination a timely contribution. 

The author of this book combines the theoretical and practical approach in 

dealing with the economic and social problems that must be faced in arriving at 

decisions, policies, and adjustments connected with large-scale wage determina- 
tion. The emphasis throughout the book is on private wages especially as to 
how they are affected by collective bargaining and the operations of govern- 
mental agencies. While some of the subjects dealt with are of current popular 
interest, the fundamental issues are by no means new, and much of the material 
will be of value in pointing the way in wage determination for years to come. 
The book is divided into four parts. Part I is concerned with the varieties 
of wage determination and a discussion of the nature and adequacy of American 
wage statistics. Part II deals with the factors commonly involved in collective 
wage adjustment. After a brief summary of the modern economic theory of 
wages, the author explores some of the most fundamental factors in wage prob- 
lems such as living costs, production, profits and losses, and wage-paying capac- 
ity. Part III continues the discussion of fundamental problems begun in Part 

II, and gives special emphasis to the subject of unemployment in relation to the 

wage problem. After an excellent chapter on seasonal and casual unemployment 

as wage factors, other chapters deal with technological unemployment and 
regional competition, purchasing power, prices, and cyclical unemployment. 
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Parts IV and V utilize the factor-materials of Parts II and III for critical surveys 
of private and public wage-hour policies and controls. After a discussion of the 
most important features of union-management agreements and practices, there 
follows an analysis of laws regulating wages and hours, compulsory settlement of 
labor disputes, and public wage and salary scales. 

Throughout the book the author seeks an answer to certain important ques- 
tions relating to wage policy. As an example, (1) How far (if at all) is unem- 
ployment caused by too high wages? (2) How can unemployment be reduced 
by wage policies in association with other methods? The last chapter is devoted 
to a timely and interesting discussion of wage policy in war and peace. 

The book is well documented and there is a summary of conclusions at the end 
of each chapter. This timely book should be of great value to labor leaders and 
employers seeking a realistic and concrete guide in dealing with the difficult 
questions relating to wage determinations. It will be welcomed also by students 
interested in the more general subject of labor economics. 

University of Virginia Gerorcs T. STaRNES 


British Unemployment Programs, 1920-19388. By E. M. Burns. Washington: 
Committee on Social Security, Social Science Research Council, 1941. Pp. 
xx, 385. $2.75. 

Swedish Unemployment Policy, 1914-1940. By E. H. Clarke. Washington: 
American Council on Public Affairs, 1941. Pp.179. $3.25. 

In the former book, Dr. Burns makes a thorough study of British unemploy- 
ment programs, 1920 to 1938. Inasmuch as England has had more experience 
with insurance and supplementary relief than any other nation and particularly 
since her system stood the test of the depression, a study of British experience 
throws much light upon the effectiveness of insurance systems of varying com- 
prehensiveress and of different types of supplementary relief. This will be of 
great value for us in the postwar demobilization period, when the test may come. 

The present program consists of unemployment insurance and assistance 
centrally administered and financed, and public assistance locally administered. 
Insurance provides for loss of earnings while assistance provides for the welfare 
and maintenance of insurable workers and their families when unemployed. 
The former pays benefits up to 26 weeks, the latter for an indefinite period. Pub- 
lic assistance is for those ineligible for the other two. 

Some conclusions of the study are: (1) Unemployment insurance is not the 
complete answer to the problem. A more constructive program is needed with 
adequate attention to placement, guidance, training and rehabilitation. (2) 
No completely satisfactory solution to unemployment relief exists, but improve- 
ment is possible. (3) There is a trend toward greater centralization of adminis- 
tration and finance. British experience is that centralized administration has 
operated with a high degree of adaptability to local and individual needs. (4) 
To make greater use of insurance, general tax funds will have to supplement 
pay-roll taxes. 
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The latter book covers the history of Sweden’s unemployment policy, 1914 to 
1940, a period in which pioneering work was done. 

During this period Sweden’s unemployment policy has been in constant flux 
and even today is not fully solved. The policy at the outbreak of war was that 
work relief was to be replaced by work operating in accordance with open market 
conditions, and labor sharing in the determination of those conditions through 
collective action. 

The reasons for abandoning work relief were that it was more costly than open 
market work, it did not affect the willingness of reliefers to seek private work, 
and it did not offer a satisfactory instrument of fiscal policy. 

Several innovations of the Swedes are the practice of paying piece rates on 
work relief and placing the control and direction of relief projects with the Un- 
employment Commission. 

It is interesting to note that under Sweden’s present war labor policy employ- 
ers cannot hire or fire or employees quit without permission of the labor exchange. 
Moreover labor legislation as regards women, hours, overtime, etc., but not 
collective bargaining has been suspended for more effective utilization of labor. 

Louisiana State University Ervin K. ZINGLER 


Shop Management for the Shop Supervisor. By Ralph Currier Davis. New 

York: Harper & Brothers, 1941. Pp. xii, 334. $2.00. 

The expansion of physical plants and personnel forces of industry in its frantic 
attempt to meet the demands for war materials at this time is tremendous. The 
training that will be necessary because of this expansion for shop supervisors and 
managers gives special importance to this new volume on shop management. 

Ralph Currier Davis, professor of business organization and a consultant in 
management at Ohio State University, because of his intimate acquaintance and 
many years of experieace dealing with the common problems of the shop super- 
visor, is well qualified to write on this subject. 

The author in a scholarly style and positive manner has discussed most of the 
problems with which management deals. The shop supervisor by studying this 
text can acquire an understanding knowledge of the latest practices in factory 
organization, problems of physical equipment and maintenance, problems re- 
lated to production costs and control, time study, and problems of labor manage- 
ment. His 12 chapter headings and subdivisions read like a long list of duties 
of the shop supervisor. 

This book is suitable for managers, executives, foremen, men who want to 
become supervisors and men who are training supervisors. In the opinion of 
the reviewer it is best suited for the trainer of supervisors. He would find in 
this text a store of knowledge rich in materials for teaching supervisors. It is 
geared more nearly to his ability than to that of the average shop supervisor. 
For the latter some descriptions are wordy, many paragraphs too long, formulas 
too technical, and illustrations with print too small to read. 

In the opinion of the reviewer, the major problem of management is that of 
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human relations or management of men. The author devotes only one chapter, 
the last one, to this most vital problem—labor management. More discussion 
of this topic would strengthen the book. Men in industry faced with the prob- 
lem of training supervisors will welcome this book. It is a valuable addition 
to the literature in this field. 
North Carolina State College J. WARREN SMITH 
University of North Carolina 


Advanced Accounting. By H.S. Noble and Others. Cincinnati: South-Western 

Publishing Co., 1941. Pp. xii, 846. $4.50. 

This well-planned comprehensive volume was written to add a second-year 
text to the accounting series inaugurated by the senior author with his Accounting 
Principles. The subject matter, questions, and problems were used in mimeo- 
graphed form for five years before being put into the printed text. The organ- 
ization and teaching approach reflect this mature seasoning, and the result is 
that the authors have produced a text which should be interesting both to teach 
and to study. 

With some few exceptions the 33 chapters cover the standard topics generally 
found in one-volume second-year accounting texts. In the first two chapters a 
rapid review is provided of the “accounting process,” followed by a chapter on 
single entry, six chapters on valuation, two on capital stock and surplus, one on 
installment sales, one on cost accounting, two on statements of funds and anal- 
ysis, three on partnerships and joint ventures, five on consolidations, and three 
on bankruptcy and estates. Actuarial science is treated in three chapters at the 
end of the book. 

In the preparation of a text for the second-year course there will always be 
differences of opinion as to the relative emphasis to be assumed, the arrangement 
of the chapters, and the omission or inclusion of selected topics. While this 
text appears to have been most thoughtfully planned, there are certain observa- 
tions which the reviewer may offer on the subject matter contained in the vol- 
ume. It is difficult to see, for example, the reason for including a single chapter 
on cost accounting. This is such a specialized phase of accounting that most 
students are confused (and perhaps discouraged from pursuing the subject 
further) rather than aided by a one-chapter presentation. The authors antici- 
pate, however, that the text will be used in some institutions not offering formal 
courses in cost, and the chapter may always be omitted by any individual in- 
structor. The point may be made that the space thus consumed could very well 
have been devoted to a more thorough treatment of corporate surplus, and also 
to the implications underlying accounting as an instrument of modern business. 
A like conclusion may be drawn on the propriety of devoting two chapters to 
joint ventures and consignments—two phases of accounting which appear to the 
reviewer to be much overemphasized. 

Taken as a whole, this new text should prove entirely adequate in fulfilling 
the purposes for which it was written, and the authors are to becomplimented for 
their contribution to the growing line of distinguished texts in this field. 
University of Alabama S. Paut GARNER 
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Management and Morale. By F. J. Roethlisberger. Cambridge: Harvard 

University Press, 1941. Pp. xxii, 194. $2.00. 

Management and Morale is in the tradition of the volumes produced earlier by 
Mayo, Whitehead, Dickson, and Roethlisberger.! It is essentially a re-emphasis 
of the theories and facts concerning the human elements in industry evolved 
from the significant research carried out at the Hawthorne works of the Western 
Electric Company. Readers who have already studied the contents of the 
earlier volumes will find nothing new in fact or theory in Management and 
Morale. For the reader who is not familiar with the work at Hawthorne, the 
present volume will serve as a stimulus to secure further information concerning 
what may be the most significant industrial research of the second quarter of 
the twentieth century. 

Six of the seven chapters in Part I of the volume are addresses delivered be- 
tween 1936 and 1941 to various groups of business executives. They all reiter- 
ate the necessity of a clear understanding of not only the individual worker but 
also the worker in his social setting as the primary basis for sound industrial 
relations. The reviewer is in hearty accord with this theme, but its repetition 
becomes definitely monotonous after a hundred or so pages. The author ack- 
nowledges the presence of repetition by stating on page three, “In this sense each 
address is saying, more or less, the same thing.”” The tendency to repeat may 
be an effective procedure in lectures, but it is not so well received in print. There 
is always a point at which repetition loses its value as a means of emphasis. 

The lecture entitled ‘Of Words and Men” is perhaps the outstanding chapter 
in the book. It should be required reading for all executives. Professor Roeth- 
lisberger’s contention in the chapter on ‘Adequate Personnel Management” 
that, ‘“‘What is needed more than anything else in business organization is a skill 
in diagnosing and treatment of human situations practiced by a group who can 
give their full and uninterrupted attention to the task. It is sheer folly to think 
that things can be fixed up human-wise once and for all’’ (p. 131), will be ap- 
plauded by anyone who has attempted to convey the idea of what personnel 
management really is to top management. 

According to the publisher’s note on the jacket of the book, Management and 
Morale “resolves the conflict between schools of thought” which has, for a long 
time, blocked the development of scientific knowledge in the field of industrial 
relations. If Professor Roethlisberger really attempted to do this, his effective- 
ness is by no means clear. In Part II of the volume, he does describe the various 
experts, self-styled, academic, and otherwise, who deal with “cooperative phe- 
nomena.”’ He has indicated the characteristics of the men who theorize but 
do not practice (college professors) and the men who practice but do not theorize 
(business executives), but he offers no solution for reconciling their points of 
view. His contention that there is needed a recognition of the fact that ‘‘coop- 
erative phenomena” is a legitimate field of inquiry and research, for its own sake, 


1Elton Mayo, The Human Problems of an Industrial Civilization; T. N. Whitehead, 
The Industrial Worker, Vol. I and II; F. J. Roethlisberger, and W. J. Dickson, Management 
and the Worker. 
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will not eliminate the hiatus between theorizers and practitioners or between 
theorizers and theorizers. 

Management and Morale, in spite of certain weaknesses indicated in this 
review, is a book which will justify the time spent by industrial executives, 
personnel managers, sociologists, psychologists, and even college professors in 
reading it. 

North Carolina State College 

University of North Carolina 


The Financial Policy of Corporations. By Arthur Stone Dewing. Fourth 
Edition. New York: Ronald Press Co., 1941. Vol. I, pp. xxii, 1-702; Vol. 
II, pp. x, 703-1550. $10.00. 

The appearance of a revision of a standard work in any field is generally an 
event to which everyone active in the field looks forward with much interest. 
Certainly Dewing’s Financial Policy of Corporations is a standard work—if not 
the standard work —in the field of corporation finance and the appearance of the 
fourth edition was an event awaited with interest. This new edition is suffi- 
ciently different from the old to justify its being—a condition which unfortu- 
nately is not true for all new editions of all text books—; yet at the same time it 
retains enough of the qualities of the old to maintain its position of leadership 
in its field. Its approach to the field of corporation finance is basically thesame 
as in the earlier editions, namely, that corporate financial policies are determined 
by human beings and must be interpreted in that light. Or as the author him- 
self states the proposition: ‘this whole book is a plea that business is essentially a 
human thing and success or failure is achieved by men and not things” (p. 706). 

Perhaps the most important development in the field of corporation finance 
between the third and fourth editions of this book is the work of the Securities 
and Exchange Commission. The third edition (1934) mentions briefly the 
Securities Act of 1933, but by 1941 the Commission had been functioning long 
enough to allow its policies to be critically appraised. Dewing gives an on 
the whole favorable discussion of the Commission’s work in so far as its en- 
forcement of the Securities Act of 1933 is concerned. He does point out that 
“the work of the Commission and the confidence of the public in its findings are 
seriously affected by the apparent fact that a political and economic ideology 
tempers the carrying out of the purposes of the act” (p. 1132) and takes an 
occasional dig at the young employees of the Commission with theoretical rather 
than practical knowledge. His chief criticism is lack of discrimination in the 
application of the Act to various issues, a criticism which is at least partly an- 
swered by the amendment to the Securities Act in 1940 allowing the Commission 
to shorten the waiting period between the original filing of the registration state- 
ment and the offering of the securities, a change which Dewing does not take 
into consideration in his discussion. He is highly critical of some of the Com- 
mission’s actions under the Public Utility Holding Company Act of 1935. He 
does not, however, completely condemn the order requiring competitive bidding 
for new public utility issues. He is in accord with the Commission’s support 
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of the absolute priorities doctrine in corporate reorganizations—a doctrine which 
he characterizes as “Old Deal” rather than “(New Deal” as some commentators 
have been wont to regard it. Yet, on the basis of one illustration, the reorgan- 
ization of the Brown Company, he maintains “there is a wide difference between 
the legal theory of reorganization and its practice” (p. 1499). He fails, however, 
to take into account any of the advisory opinions of the S. E. C. covering indus- 
trial reorganizations in which the Commission has uniformly supported plans 
based upon absolute priorities. 

There are numerous criticisms that could be made against the book; for in- 
stance, it is too long; it has many footnotes of questionable value along with the 
many of great value; the organization of the material in the section dealing with 
administration of income leaves much to be desired. However, the merits of the 
book far outweigh its not altogether insignificant faults. Its financial doctrines 
are sound; its descriptive sections are enlightening; and, more important, the 
whole is interspersed with a philosophical tinge that is too frequently altogether 
lacking in text books. 

University of Florida Joun B. McFErRIN 


Credit and Collection Principles and Practice. By Albert F. Chapin. New 

York: McGraw-Hill Book Co., 1941. Pp. xvii, 679. $4.50. 

While according to the author’s own admission “no major alterations have 
been made” in the fourth revised edition of this standard text, it includes never- 
less substantial changes which have occurred in the field of retail credit and 
credit agency, and insurance procedure and practice. The book contains ample 
illustrative material, but fails to include more recent studies in its chapter 
references. This is particularly true in regard to bank credit and credit in 
general. There are a number of points on which the reviewer would be inclined 
to disagree with the author. For example, the 20 per cent rule persists only in 
the smaller banks; new types of bank loans such as consumers’ and instalment 
loans as well as loans on accounts receivable have come into the picture; more- 
over, the liquidity concept has undergone considerable changes. 

Section III, Protection and Redemption of Credit (the other two sections are 
Fundamentals of Credit and Credit Investigation and Analysis) lacks an ade- 
quate coverage of security interests in personal property such as liens, chattel 
mortgages, conditional sales, etc., and of suretyship relations. Bankruptcy 
proceeding has not been brought up to date and lacks inclusion of recent pro- 
posals. The book is well written, structurally well organized and should appeal 
to the student interested in marketing. 

Miami University P. H. Lonman 


Accounting Method. By C. Rufus Rorem and Harry D. Kerrigan. New York: 
McGraw-Hill Book Co., 1942. Pp. xx, 788. $4.00. 
The introduction to this text states that it was prepared “primarily to meet 
the needs of students who are interested in accounting as an instrument of 
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control in business management and of students who are interested in accounting 
as a technique of economic analysis.” 

The text contains five parts: Part I introduces accounting as a tool for eco- 
nomic control. Part II describes double-entry accounting. One can question 
the value of introducing an account “Income and Expense” for the familiar 
“Profit and Loss’ in describing the bookkeeping cycle. Part III deals with 
accounting for partners’ proprietorship, capital stock, surplus, bonded indebted- 
ness, manufacturing operations, agencies, branches, and subsidiary companies. 
Part IV contains a more thorough discussion of the principles of accounting 
valuation applicable to assets, liabilities, incomes, and expenses than is usually 
found in an introductory text. Part V deals with the interpretation of account- 
ing data and describes the meaning of accounting classification, ratios, averages, 
trends, and analysis of comparative statements. Representative balance sheets 
and profit and loss statements are illustrated. One chapter is devoted to the 
administrative uses of cost data. The concluding chapter describes the contri- 
bution of accounting to social control. 

An evaluation of this text, in the last analysis, will depend upon the reader’s 
concept of what should be included in an introductory text. The author’s 
treatment reflects scholarship and an appreciation of the relation of accounting 
to economics and statistics. The book will not appeal to the average sophomore, 
who will find it difficult to follow the sustained reasoning necessary in the devel- 
opment of some topics, and who will become impatient with the frequent and 
often lengthy footnotes. 

To the credit of the authors it should be said that the book is far superior to 
the average introductory text in accounting, and is not “just another text’’ in the 
field of accountancy. 

Duke University Joun H. SHIELDS 


The Creation of Purchasing Power. By David McCord Wright. Cambridge, 

Mass.: Harvard University Press, 1942. Pp. xiv, 251. $3.00. 

Mr. Wright’s book, recipient of the David A. Wells prize and number 72 in 
the Harvard Economic Series, summarizes and criticizes a number of varied 
schemes for the creation of purchasing power. The presentation of the schemes 
is prefaced with a theoretical framework for which the author claims little 
novelty, and appended with a synthesis for which the author displays only 
limited enthusiasm. 

As remedies for cyclical or secular depression the author finds banking tech- 
niques or schemes seeking changes in banking techniques entirely too passive. 
Similarly, velocity stimulating schemes are dismissed as remedies striking for 
the most part at symptoms rather than causes. Producer subsidies, amongst 
which is included negative interest rates, are, however, conceded to be workable 
and fairly effective schemes. For a number of reasons, however, purchasing 
power injectors are declared to be the most desirable means of increasing em- 
ployment and output at such times. 

The author questions whether purchasing power injections need be so expen- 
sive to the public budget as they are at present, and digresses to discuss the real 
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‘cost of the national debt and the possibility of avoiding interest upon it. He 
finds the real cost of the debt to lie in “tax friction,’’ or the real damage done and 
public opportunities lost through the necessity of making transfers, even for 
interest payments, through a complex tax levying and collecting system. There 
would, therefore, be a social saving in avoiding interest payments, and the author 
concludes that this is feasible if the banks were provided with a service charge 
income and if some interest-bearing issues were offered to endowed institutions. 

Accordingly, he recommends a system of financing purchasing power injec- 
tions with interest free advances from the Federal Reserve banks, the com- 
mercial bank deposits resulting from which would be subject to retraction by 
increasing reserve requirements if that should be necessary. 

Federal Reserve Bank of Atlanta Earu Hicks 


Municipals. By the Committee on Municipal Obligations, National Associa- 
tion of Supervisors of State Banks. Washington: Federal Deposit Insurance 
Corporation, 1941. Pp. 108. $1.00. 

This committee report is of interest primarily to teachers of investments. The 
two main parts are of unequal merit. Part II contains the best and most up- 
to-date treatment available upon the analysis of municipal bonds for investment 
purposes. Part I sets forth a uniform credit “file” for municipal obligations, a 
six-page form to be used by banks in securing from municipal governments the 
financial information necessary for analyzing their securities. Accompanying 
this form are detailed instructions for its preparation, and three examples of how 
this form can be applied. Files were prepared upon Orangeburg, South Caro- 
lina, Greenwood County, South Carolina and Pasadena, California, and a credit 
analysis made in each case from the data assembled. These make good case 
studies for classroom purposes. 

The reviewer, however, cannot endorse the uniform file, despite its official 
stamp. The file is not a satisfactory form, even asa minimum. Although it is 
superior on the whole to the older form of the Investment Bankers’ Association, 
it omits certain highly pertinent information, on the one hand, and asks for other 
information which in a condensed schedule might well have been omitted. 
Equally as damaging, the spaces are not so marked that certain essential infor- 
mation will be guaranteed, such as: What is the precise nature of the floating 
debt? Have deficits been funded in the last three or five yeas? Have refund- 
ing bonds been a common practice? Is there a “bunching” of maturities beyond 
the next six years? Are unpaid current liabilities being carried over the end of 
the year to make the operating statement on a cash basis look good? If this 
file is to be used as a reporting schedule, answers to basic questions can be too 
easily avoided or slurred over. 

University of Cincinnati A. M. HintH0vsE 


War as a Social Institution. The Historian’s Perspective. Edited for the 
American Historical Association by Jesse D. Clarkson and Thomas C. Coch- 
ran. New York: Columbia University Press, 1941. Pp. xiii, 333. $3.50. 
This is a symposium of essays contributed to the theme, “War and Society,” 
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at the 1940 meeting of the American Historical Association. In the shadow of 
the approaching war, the profession felt challenged to turn “from the interpreta- 
tion of the past to the interpretation of the present in terms of the past,”’ waiving, 
in the choice of topics, any limit set by professional pedantry. The object 
lesson of two world wars is too clearly demonstrative of the deep rooted func- 
tional interdependence of war and social life in all its aspects for historians to be 
concerned either as “artists only with form” or as “scientists only with facts.” 

Following freely the ramifications of its vast subject, the symposium makes the 
reader the beneficiary of instructive and stimulating studies and views spread 
over a wide area, discussing the roots of war in the light of anthropological, bio- 
logical and sociological research in the abstract as well as the manifest roots of 
recent wars, the genesis, strategy and the conduct of modern wars in connection 
with economic and social problems and institutions, bygone and contemporary 
trends and “climates” in belligerent nations, especially in the United States of 
America, Russia, France, Italy, Germany and Japan, the struggle for the soul 
of neutrals in Scandinavia and Latin America and other topics wherein the past 
clears much of today’s confusion. 

The editors show, probably for argument’s sake, apprehension lest historians 
be guilty of violating an imaginary rule of restraint if they ‘embrace the concept 
of current emergency.” The competence of this symposium should allay this 
apprehension. As in answer to it two papers devoted to the role of “The His- 
torian in Times of Trouble,’”’ namely, in the age of the Renaissance (by Professor 
Harbison) and in the era of Metternich (by Professor Kent), both essays allow- 
ing easy application to our times, establish for the historian at all times, par- 
ticularly in times of trouble, the criteria of scrupulous critical method: that “he 
should not be hypnotized by the success of strong-willed personalities into 
adopting history to contemporary needs nor should he retreat into scientific or 
aesthetic contemplation of the past.” There is no trace in this symposium of 
any lack of criticism or of any subservience to imposing personalities or facts. 
Its dominant tone is best expressed in Professor Lerner’s words, “The war is 
on trial as one of the tests of democracy on trial.’’ There can be no sharper, no 
more stirring indictment of war in its deteriorating influence upon American 
democracy and culture than Professor Mowry’s outwardly unemotional paper, 
“The First World War and American Democracy” or the irrefutible analysis of 
structural and institutional economic revolutions in Professor Rothwell’s essay 
on “War and Economic Institutions.”” There is, on the other hand, no jarring 
note of opportunism or cheap enthusiasm. On the contrary, bitterness caused 
by the frustrations of great social and cultural attempts is expressed in the 
resigned acknowledgement of war as a “social institution.” The same bitter 
feeling, in some instances, misleads creditable indignation to the wrong door. 
It was only later that Pearl Harbor cleared the issues of this war for everybody 
and revealed how different the causes and intentions of warfare are in the differ- 
ent camps. In the light of our day the trial against democracy would thus seem 
to be decided for the defendant. Professor D. F. Fleming’s paper, “The Failure 
of Isolationism,” especially the chapter, “The President’s Revolt,” should go on 
the record as conclusive. 
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For its instructive value this symposium should be “assigned reading” for 
everybody. But it is more than that: the all too secure and apodictic reader, 
easily conforming to any straw poll majority as well as the skeptic and disil- 
lusioned intellectual should read it; it will do them too a lot of good. 

The American University B. Drucker 


Air Mail Payment and the Government. By F.A.Spencer. Washington: Brook- 
ings Institution, 1941. Pp. xii, 402. $3.00. 

To anyone familiar with the field of air transportation, a volume by the Brook- 
ings Institution on air mail is almost its own excuse for being. Not only was the 
pioneer work in The Economics of Air Mail undertaken by the Institution, but 
until comparatively recently ‘air mail’ and ‘air transport’ were closely allied 
terms. In addition, as is indicated in numerous instances in this volume, air 
mail payments are the crux about which the entire financial regulation of air 
carriers revolves—despite the fact that the carriers are progressively reducing 
their dependence upon mail payments to defray costs (pp. 13-14). 

The book is not, nor does it pretend to be, an economic treatise. Rather its 
scope is very aptly summarized in the “Director’s Preface” as pertaining to 
‘that area, so inadequately explored, where economic and administrative issues 
are closely intertwined—a field whose importance is increasing....” In fact, 
the reader feels a vague uneasiness throughout with reference to the author’s 
treatment of economic questions, particularly as compared with the evident 
mastery of administrative technique. 

For example the author states (p. 143) that the I.C.C. “was performing a 
legislative or administrative act rather than a regulatory one.” Such a division 
of Commission activity does not ring true to the student of regulation. Regu- 
latory bodies in general, certainly the I.C.C., are purely legislative in nature. 
There is, however, a rather important distinction to be drawn between economic 
regulation (rates, finances, accounting, etc.) and perfunctory regulation (licenses, 
minimum standards, etc.). This seems to be the distinction intended. 

Another suggestion of rather loose presentation is to be found in the chapter 
devoted to fair return. The point is made (p. 201) that a 10 per cent return to 
an airline would compare favorably with an 8 per cent return to another utility 
because the “high overhead and inflated capital costs often found in other 
utilities were missing.”” The presumption is that the rate base of “other utili- 
ties” is typically capitalization rather than “fair value’ which might be totally 
different. Actually both the premise and the presumption might be questioned. 

By implication Mr. Spencer seems to hold the Interstate Commerce Commis- 
sion at fault for not specifically determining “fair value’ and “rate of return.” 
(See p. 193 for an example.) Actually fair return and allied problems are a 
function of comprehensive economic regulation. Such was never the function 
of the I.C.C. with reference to airlines (not to mention the fact that fair value has 
never been of paramount importance in regulating a nation-wide utility). In 
addition, the regulation of return stems from a situation of excessive profits 
rather than the typical deficit of air transportation. Nowhere are these modifica- 
tions adequately recognized. 
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The chronological outline of the work is well devised. The historical appraisal 
of air mail development is undoubtedly the best up-to-date treatment available. 
And the problem presentation does represent the basic outline for a study of this 
kind. 

Louisiana State University Howarp R. Smira 


The Economic Effects of Advertising. By Neil H. Borden. Chicago: Richard 

D. Irwin, 1942. Pp. 988. $5.00. 

This monumental study fills a long-standing need, namely, that of providing 
ammunition for both the proponents for and the critics of modern advertising. 
The study is a factual analysis with the major emphasis on consumer advertising. 
The chief objective is “to examine the economic problems of advertising within 
the framework of the capitalistic system of free enterprise,” or to find if ‘‘adver- 
tising helps or hinders the successful functioning of the economy and the advance 
toward a greater measure of well being.” 

Significant conclusions are: (1) that advertising is accompanied by a tendency 
of business men to compete in advertising and thus to bring into prices a large 
amount of selling costs, and (2) that the outstanding contribution of advertising 
to consumer welfare comes from its part in promoting a dynamic, expanding 
economy. Thus, a large part of the cost of advertising should be looked upon 
economically as growth cost. 

Duke University Cuar.es E. LANDON 


Retailing, Principles and Methods. By Delbert J. Duncan and Charles F. 
Phillips. Chicago: Richard D. Irwin, Inc., 1941. Pp. xv, 1072. $4.00. 
Because of its comprehensive treatment of the subject this book may well 

serve as a text either for advanced courses in retail store management or for the 

courses in retailing that are replacing the general marketing course as a bonis 
requirement in many institutions. 

In style and organization the text resembles Dr. Phillips’ recent book, Mar- 
keting. The functional approach, with liberal consideration of economic and 
social aspects, is notable throughout. The treatment of each basic topic is 
broad, extensive as far as scientific and theoretical aspects are concerned, but 
deficient in one important area to be mentioned later. A concluding chapter on 
“Opportunities in Retailing” adds to the value of the book as a college text. 
Each of the 29 chapters closes with numerous thought-provoking questions and 
problems, and gives references to published cases in the Harvard series. 

In the preface the authors state that “. . . an attempt has been made to devote 
considerable attention to retailing principles and methods as they apply to 
smaller organizations.”” However, the book is largely negativistic in this respect. 
Throughout, it briefly discusses practices followed by most small-scale retailers, 
quite generally condemns them, but offers no constructive program for improve- 
ment. Illustrations of successful practice are cited entirely from large retail 
organizations, but the steps or processes involved in their application are well 
described and could be applied to small or large scale retailers. This difficulty 
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of adapting large-scale retail practices to the average small store is quite under- 
standable and merely reflects the theoretical rather than vocational approach. 

The authors have considered many modern developments, such as testing 
retail advertising, personnel testing, the consumer movement, and distributive 
education. It is with reference to the last of these that the contrasts between 
theoretical and vocational treatment are in greatest evidence. 

One of the outstanding developments affecting retailing today is distributive 
education. Unfortunately, it receives inadequate consideration in the text. 
To give only one page, in a book of over 1,000 pages, to distributive education, 
which, in the reviewer’s opinion, is probably the most important development in 
retailing since the advent of large-scale methods, is unfortunate. Even after 
five years of nation-wide operation, distributive education is still so unfamiliar 
to many college teachers and to large numbers of small-scale retailers that it 
should not be slighted in a comprehensive text on retailing. 

The authors are to be commended for the attention given to the importance of 
sound policies in retailing, both in the chapter devoted to this topic, and in 
frequent references to it throughout the text. Probably this discussion will aid 
many retailers in formulating suitable policies to guide their business through 
the trying conditions of retailing during war times. 

University of Arkansas Pearce C. KELLEY 


Running a Machine Shop. By Fred H. Colvin and Frank A. Stanley. New 

York: McGraw-Hill Book Co., 1941. Pp. x, 449. $3.50. 

It is not often that a title such as this appears for review in a journal devoted to 
economics. However, even the study of a hive of bees has proved helpful in the 
study of economics. A study of the management of a machine shop may like- 
wise contribute to a better understanding of some of the problems of economics, 
especially those which often impinge upon or are conditioned by problems 
originating in the field of production management. Indeed, economists have 
been at times criticized by business executives for their failure to comprehend 
and to appreciate fully many of the everyday difficulties encountered in produc- 
ing goods and meeting pay rolls, and thus for their consequent failure to qualify 
for participation in the management of industry. 

The present volume might be used to avoid in part this criticism, for it is a 
realistic description of the management and operation of a typical machine shop. 
It begins with the layout of the plant and continues through the various proces- 
ses of production to the final assembly and inspection of the finished product. It 
is written entirely from a practical standpoint, describing best practices, offering 
solutions to many troublesome problems, and illustrating by numerous drawings 
and photographs typical equipment installations and many of the production 
records and forms that may be effectively used. Though designed mainly as a 
textbook its wealth of practical information and its lengthy topical index make it 
serviceable as a handbook of shop practice. From the standpoint of the student, 
however, there is one possible criticism of a book of this kind. This lies in its 
failure to integrate practical operation with the scientific research in this field. 
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The work of Taylor, Gilbreth and others of the scientific management group is 
scarcely mentioned, and even then not in a way that would lead one to appreciate 
their contributions or to be aware of further research that might be done in this 
field. Moreover, there is no bibliography, or reference to other written material 
that might prove valuable to the student desiring further information. 
University of Alabama E. H. ANDERSON 


Municipal Accounting Statements. By National Committee on Municipal 

Accounting. Bulletin No. 12. Pp. ix, 206. $2.00. 

This book, which is a revision of the 1936 edition, is divided into four parts 
and is largely based upon actual experience in the interim. Part I emphasizes 
more the principles underlying the preparation of a municipal financial report, 
particularly in relating it to fund accounting, budgeting and classification of 
accounts. Part II constitutes a model financial report such as would be pre- 
pared by a finance officer or an independent auditor. Part III describes the 
operation of the various municipal funds and outlines the statements to be 
prepared for each fund or group of related funds. Part IV deals with definitions 
and terms which are peculiar to accounting and finance. 

There are also two appendices included. The first deals with the more im- 
portant forms for financial statements to be prepared during the fiscal period, 
and the second rearranges the summary of principles and standard procedures 
recommended by the National Committee on Municipal Accounting. 

Kentucky Legislative Council Orzpa F. TRAYLOR 
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FLORIDA 


Rollins College conducted its Seventh Annual Economic Conference at Winter 
Park, Florida, February 2, 3. and 4, 1942. The papers presented at the confer- 
ence included the following: 

The Economics of War—Weapons in Time by General William McCraw. 

The Government’s Ability to Finance Our War by Frank F. Brooks, president 
of the First National Bank, Pittsburgh. 

Civilian Production—Status and Outlook by Eldridge Haynes, publisher of 
Modern Industry. 

The Managerial Revolution by Morgan V. Gress. 

Education for Democracy by Evans Clark, director of the Twentieth Century 
Fund. 

Win the War to Win the Peace by Clark Eichelberger. 

One session of the conference was devoted to the topic, ““Would the Closed 
Shop Tend to Improve Industrial Relations?” Discussing this topic were Boris 
Shishkin, research director of the American Federation of Labor; Noel Sargent, 
secretary of the National Association of Manufacturers; and Carl R. Schedler, 
assistant to the director of the United States Conciliation Service. A panel 
discussion on the subject ‘‘Economic Program for the Post War World’ was 
held at another session. At the final session addresses were presented by Count 
Carlo Sforza, formerly Minister from Italy to the United States, and Mr. Jan 
Masaryk, of Czechoslovakia. 

Proceedings of this conference will be published by Rollins College. 


* * 


The Bureau of Economic and Business Research of the University of Florida 
has instituted a series of monthly publications entitled Economic Leaflets. The 
leading article in the first issue, which appeared in December, 1941, was “Flor- 
ida’s Position in National Defense,” by Roland B. Eutsler, director of the Bureau. 
Leading articles in subsequent issues were ““A Decade of Federal Expenditures 
in Florida,” by C. H. Donovan, associate professor of economics; “Inflation,” 
by John G. Eldridge, professor of economics; and “Population Changes, 1930- 
1940,” by John M. Maclachlan, professor of sociology, all of the University of 
Florida. Interested individuals may have their names placed on the mailing 
list to receive these publications by addressing a request to the Bureau of Eco- 
nomic and Business Research, University of Florida, Gainesville. 


* * 


The Florida citrus crop for the 1941-1942 session has been estimated by the 
United States Department of Agriculture at 52,220,000 boxes as compared with 
55,880,000 boxes for the 1940-1941 season and an average of 36,420,000 boxes 
for the previous ten years. The estimated output for 1941-1942 was composed 
of 30,700,000 boxes of oranges and tangerines, 21,400,000 boxes of grapefruit, 
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and 120,000 boxes of limes. The current crop is also later than that of the 
previous season. Shipments through the first week of February, 1942, amounted 
to 13,158,867 boxes as compared with 16,528,376 boxes for the same period in 
the 1940-1941 season. 


**e eK 


The state government collected $84,606,902 during the fiscal year ending 
June 30, 1941, and disbursed $83,837,808, according to the annual report of 
Comptroller J. M. Lee. These figures compare with $75,491,477 collected in 
1939-1940 and $74,462,284 of disbursements. Principal sources of revenue in 
1940-1941 were excise taxes, including gasoline and beverage taxes, of $36,057,- 
867; license taxes, including automobile licenses, of $11,538,516; and federal 
grants, mainly for highways and social security, of $13,856,028. The heavier 
expenditures were $16,956,291 for highways; $16,602,052 for education ; $15,182,- 
842 for social welfare including old age pensions; and $12,629,768 which was 
collected by the state and allocated to the counties to be used to meet interest 
and principal on county road bonds. 


* ee 


Efforts on the part of Comptroller J. M. Lee to collect delinquent intangibles 
taxes have given rise to considerable controversy both within the state govern- 
ment and among the delinquent taxpayers. The intangibles tax law admittedly 
was not satisfactorily enforced prior to 1941. Lee, who estimates that there are 
“several hundred thousand” dollars of delinquent taxes, has entered into a 
contract with a private law firm to collect the delinquent taxes on a percentage 
fee, ranging from 333 per cent of the first $3000 of any tax collected down to 
5 per cent on any amount above $35,000. Attorney General Tom Watson has 
challenged the right of the Comptroller “to replace the duly constituted authori- 
ties and to employ his own private lawyers to collect intangible taxes.” The 
Attorney General claims that his office should be used for this purpose and has 
taken the controversy into court, asking that the contract be set aside. 

Residents of Palm Beach County were the first to be affected by the move to 
collect the delinquent taxes, some of the presumably more wealthy residents 
of the county receiving bills for taxes covering the past three years. At last 
account, these residents were contesting the state’s efforts to collect the taxes. 


* * 


The long-standing open range system of cattle grazing in the state was placed 
under at least a mild disadvantage by a recent decision of the Florida Supreme 
Court in which a law of 1899 making railroads liable for the death of livestock 
hit by their trains on unfenced tracks was held to be unconstitutional. The 
decision upheld the railroads’ claim that “changed economic, transportation, and 
safety conditions render it unfair, unjust and inequitable” to require railroads 
to fence their tracks without making the same requirement for competitive 
transportation agencies using the unfenced public highways. 

University of Florida B. McFerrin 
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GEORGIA 


Scarcity of skilled technicians and persons with adequate experience in various 
phases of industrial management, and the need for these as a result of the de- 
velopment of defense industry and military camps in the Southeast, is indicated 
by the expansion now being effected in the Direct Recruitment Section of the 
Fifth District of the United States Civil Service. The task of meeting per- 
sonnel requirements for government departments and war agencies in this area 
has grown so that the Direct Recruitment Section is being expanded from about 
20 to a potential organization of around 200, and James L. Campbell, of the 
Emory University School of Business Administration, has been drafted for the 
duration of the war to serve as chief of the expanded section. While head- 
quarters are in Atlanta, the personnel of the enlarged Direct Recruitment Sec- 
tion will be scattered throughout the Fifth District, which is composed of the 
states of Georgia, Florida, South Carolina, Alabama, Mississippi, and Tennes- 
see. In addition present plans call for several men to travel throughout the 
district seeking out qualified executives for particular jobs. They are now seek- 
ing varied business types in the management level. The personnel so selected 
will not be under Civil Service rating, but will be hired under executive appoint- 
ment for the duration of the war, although the Direct Recruitment Section does 
handle some Civil Service rated appointments. 

*K * 


The Georgia Bankers Association combined their annual bank study con- 
ference, usually held during the summer months, with their fifty-first annual 
convention, holding both in Atlanta, February 11-13. The purposes of this 
plan, according to the secretary of the Association, were “to bring to bear the 
combined power of all Georgia banks in concert of action to help win the war, 
and at the same time to reduce the number of meetings the members are called 
upon to attend, thus conserving both time and money to meet the unusual 
demands of the day.”” The program was built around meeting war requirements 
both through direct efforts and by means of new methods of improved bank 
operations. Speakers included Dr. Paul F. Cadman, economist of the Ameri- 
can Bankers Association, on “Planning Post-War Recovery,” and Malcolm 
Bryan, first vice-president of the Federal Reserve Bank of Atlanta and president 
of the Southern Economic Association, who discussed “The Government’s 
Fiscal Policy in Relation to the War Effort.” 

Emory University ALBERT GRIFFIN 


KENTUCKY 


At the time this report is being written the legislature is in session. Some 
important measures have been enacted, but a host of others are still “in the 
mill.” 

The administration’s budget passed the House 90 to 4 and the Senate unani- 
mously. Among other things it allotted $400,000 for each of the next two years 
to the common school equalization fund under authority of an amendment to 
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the Constitution adopted last November which permits up to 10 per cent of the 
common school fund to be distributed on other than a per pupil basis. 

A move was made to repeal the state income and inheritance taxes, but it 
appears certain that no such action will be taken this year. 

Kentucky was the fourth state, following New York, Michigan, and Illinois 
to enact a real estate rehabilitation law. The main provision of the act enables 
private capital to handle slum clearance work and community building. The 
right of eminent domain was extended to interests engaged in such work. 

A simplified revision of state laws, the work of a Statute Revision Commission 
that has labored for several years to rearrange the law in simple, logical order 
so that it will be intelligible to a citizen without legal training, seems certain of 
adoption. The revised edition will contain about 2000 pages and will be free of 
many of the old standbys of lawyers as “said,” “aforesaid,” “whereas,” “now 
therefore,” “and/or,” “hereby,” “be it further provided,” etc. 

An enabling act permitting Kentucky cities to acquire Tennessee Valley 
Authority electricity seems certain of passage. A rather unnecessary fight 
developed over this bill. Governor Johnson personally read a strong message 
to the legislature advocating passage after it appeared that the chairman of the 
Public Service Commission was not disposed to support the measure. 


* * eK * 


Alcohol made in Kentucky for industrial purposes is not subject to the state’s 
five-cent-a-gallon production tax, according to a recent ruling of the Court of 
Appeals. The alcohol is made on a cost-plus basis for the federal government for 
ordnance work. The court held that the law applied only to alcohol for bever- 
age purposes. This hasty decision was based largely on patriotic and not on 
economic grounds, it appears. Other states do not hesitate to take tribute from 
the whole country even in this emergency. The federal government has con- 
strued cost of production to include any regular levies by the states. If Minne- 
sota can receive over $4,000,000 annually by taxing iron ore, the major portion 
of which is now going into the war effort, why should Kentucky relinquish 
$100,000 when plants are turned from liquor to alcohol? 

In December the Court of Appeals upheld the right of workers to resign from 
unions and to cancel orders for their employers to deduct union fees and assess- 
ments from their wages. And early in February it virtually cleared the way at 
last for state aid to needy blind and to dependent children without the necessity 
of a constitutional amendment. 


** * * 


The burley tobacco markets in the state were almost through with their 
season’s sales on February 6 when the Kentucky Department of Agriculture 
reported total sales through that date of 257,241,000 pounds for a total of $75,- 
298,000, an average of 29.27 cents a pound. Only about 1,500,000 pounds re- 
mained to be sold. Farmers had been paid about $28,500,000 more than they 
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received for the 1940 crop, although it was heavier by approximately 40,000,000 
pounds than that of 1941. 


University of Kentucky RopMAN SULLIVAN 


The National Cotton Council of America held its annual convention at Jack- 
son, Mississippi, on January 26th-28th. This potent organization, speaking for 
the entire raw cotton industry of the United States, adopted several interesting 
changes in program as a consequence of the war. 

The campaign to build consumer demand for cotton apparel and household 
goods, which has absorbed most of the Council’s energies heretofore, was modi- 
fied out of recognition that existing demand now is straining mill capacity to 
the utmost. Pending the reappearance of some ilde spindle capacity, the 
domestic consumption program will become a selective undertaking designed to 
popularize the necessary shift of consumer choices from silk, wool and linen 
to cotton in certain textile items. 

The Council’s foreign trade program will have to remain largely in abeyance 
until the shape of post-war trading arrangements can be seen more clearly. 
Recognizing this fact, the Jackson convention approved the accumulation of 
reserves for future use in foreign trade activity. In the international trade 
conferences following the war, the Council hopes to make a strong bid for restora- 
tion of this country’s cotton export markets. 

The cotton industry now must contend with shortages in fertilizer, insecticides, 
farm machinery, bale covering, bale ties, bale tags, oil mill press cloth (made 
from Chinese hair) and other necessary supplies. The Jackson convention 
established a separate department of the Council’s staff to assist with conserva- 
tion programs and otherwise deal with war-time problems of production, process- 
ing and marketing. 

For the first time in many years, the cotton industry is in position to question 
whether the existing surplus of cotton is sufficient to supply domestic needs in 
the various grades and staple lengths, insure against the risk of a short crop 
(intensified by shortages of labor, fertilizer and insecticides), and provide for 
future export demands. Accordingly the Jackson convention took a stand a- 
gainst efforts to discourage the planting of the full cotton acreage permitted by law. 

The Council expanded its research program in an effort to facilitatethe utiliza- 
tion of cotton, both spun and unspun, and of cottonseed in the war program. 
The Memphis research staff was merged into a single division in order to achieve 
closer integration between economics and the natural sciences. The Council 
undertakes to serve as a clearance agency for research projects dealing with the 
economic, as well as the natural scientific, aspects of the cotton industry. 

With four years of experience behind it, the Council at its Jackson convention 
gave evidence of increasing strength and maturity. Since the time of the pre- 
ceding convention, the spinning industry had become one of the six “‘raw cotton 
interests’ comprising the Council, the other five being the farmers, ginners, ware- 
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housemen, merchants, and crushers. The finance program, which yields five 
cents per bale of lint cotton and three cents per ton of cottonseed, was con- 
tinued at Jackson without modification. Oscar Johnston, president of the 
Council since its organization, was re-elected. Wm. Rhea Blake was elevated 
to the executive vice-presidency. Headquarters of the organizations are at 
Memphis, Tennessee. 

University of Mississippi M. K. Horns, Jr. 


NORTH CAROLINA 


Industrial and agricultural activity on the whole showed steady improvement 
during the last quarter of 1941. There were some spotty areas due largely to 
indecision as to what the future would bring in the way of priorities, allocations, 
shortages of material, and government policies. Actual pressure from the war 
industries and their dislocations were not fully felt during this time, but those 
first impacts had tended to raise rather than lower incomes in the state. Bank 
debits in the seven largest cities had a net rise during the period of about 17 
per cent, and for the year 1941 about 31 per cent. Passenger car sales for the 
year were approximately 16 per cent more than in 1940 after having a drop in 
October of 35 per cent and in November of 33 per cent and in December of 50 
percent. This heavy buying during the first eight months was in anticipation of 
a 1942 car shortage, higher prices, higher taxes, and possible tire and gas short- 
ages. Building construction reached a high of almost $3,000,000 for the 21 
largest cities in the state in October, but showed a sharp drop during November 
and December. Residential construction accounted for more than half of the 
total in all three months. 


** * * * 


Industrial production continued to rise during this period. In the cotton 
textile industry over 21,000 new spindles were put into operation during the 
period and many new plants. Following OPM’s order to go on a 24-hour basis, 
most plants which had not been operating three shifts changed over to three 
shifts. This caused a temporary shortage in skilled operators and the average 
spindle hours per spindle showed a slight decline. 1a October cotton consump- 
tion reached an all-time high at 244,667 bales. November and December were 
affected by uncertainty of the results to be expected from tying price ceilings 
(sliding scale) on most textile products to the price of spot cotton and there was 
a slight decline in consumption. However, the year 1941 was the record year 
to date on cotton consumption. Prices on cotton goods were up approximately 
50 per cent for the year. 

Tobacco products were manufactured at or near capacity in October and 
cigarettes set an all-time high during that month. However, there was a slight 
decline during the last two months. On the whole 1941 was one of the best 
years on record for tobacco. 

Lumber and furniture manufacturing continued at a rapid pace. Where 
there were declines in commercial manufacturing, orders for defense work 
replaced them. 
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The rise in farm income is the brightest spot in the picture. Farm incomes 
increased during the last quarter and for the year as a whole. Cotton produc- 
tion declined approximately 28 per cent but this was more than offset by a rise 
in cotton consumption of 28 per cent and a rise in price by an average of 50 
per cent for the year. Tobacco crops declined approximately 11 per cent from 
the 1940 level but this was offset by a 73 per cent rise in the average price and 
an average rise of 53 per cent in growers’ incomes. The tobacco crop was 
marketed earlier in 1941 than usual and as a result the last quarter showed a 
marked decline over the earlier periods. Hog prices were approximately 68 
per cent above 1940 average prices, but the number marketed was unchanged. 
Egg production reached a new high and prices have been the best since 1929. 
Chicken production also reached a new high with prices best since 1937. Pecan 
production reached an all-time high with prices higher than 1940. Corn pro- 
duction was up about 8 per cent with higher prices prevailing. Potatoes fell 
off in quantity but this was partially offset by higher prices. The sweet potato 
crop was short but price rises more than compensated for the shortage. The 
oat crop increased and farm incomes were further helped by price rises. The 
peanut crop decreased sharply but due to price rise the farmers’ incomes were 
increased. 

** * * 


Retail furniture sales for the last quarter of 1941 were less than they were for 
the same period of 1940, but for the year 1941 increased approximately 14 per 
cent. 

Department store sales for each month of the last quarter of 1941 were ap- 
preciably higher than they were in 1940, and the yearly total was 17 per cent 
above that of 1940. 

Although wholesale trade was higher each month of the last quarter than the 
corresponding month of 1940, there was a sharp decline from levels reached 
earlier in the year. A few items managed to show small gains in December over 
November, most notable of which was electric goods. However, the net volume 
of sales showed a decline for the period. 


** 


Both employment and pay rolls showed some improvement during the last 
quarter of the year. In December, 1373 firms reported an increase in employ- 
ment of 1.2 per cent, with an increase in pay rolls of .6 of one per cent, average 
weekly hours 39, average weekly earnings $19.36, and an average hourly rate of 
50.5 cents. The weak spot during the period was in hosiery manufacturing. 
Shortage in raw silk had made sharp inroads in employment and payrolls. 

In addition to regular incomes, laborers of North Carolina received approxi- 
mately $590,991 in restitution payments as a result of violations of the wage and 
hour law. Unemployment compensation also made important additions to 
total labor income for the year. 

North Carolina State College, T. W. Woop 

University of North Carolina 
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SOUTH CAROLINA 


The city of Sumter, South Carolina, claims the distinction of having the first 
council-manager municipal government in the United States. The wisdom of 
those who pioneered in this development has been repeatedly demonstrated 
in a surplus of receipts over expenditures which during the year just closed 
amounted to in excess of $40,000. For a city which in 1940 registered a total 
population of 15,874 this is a remarkable record. 

None the less remarkable, and no doubt related to this, is an increase of 
4,094 or 35 per cent in the city’s population since 1930 and a very rapid ex- 
pansion in its industrial development. Sumter, incidentally, has been selected 
by Army officials as headquarters for one of its Basic Flying Schools. An ex- 
penditure of several million dollars is contemplated in the development of 
facilities and it is now estimated that the personnel of the school will number 
approximately 5,000 men. 


* 


A measure to set up a system for the reduction of inequalities in the assessment 
of property in the state has been introduced in the South Carolina General 
assembly by Representative Claude T. McDonald of Florence. The measure 
declares that the present system is ‘obsolete and inadequate” and provides that 
the state comptroller general, county auditors, the tax clerks, and other re- 
sponsible officials, including municipal clerks, be required to “see that all 
property, both real and personal, shall be returned and assessed on the books and 
public records at its real value, and by its real value is meant what the property 
would normally sell for under fair opportunity to sell and not at a sacrifice or 
forced sale.” 

The state Tax Commission would be allowed to employ “‘state tax assessors,” 
to check assessing officials to see that all property was “assessed properly and 
uniformly over all the state.” Values set by these assessors, with the Com- 
mission’s approval, would be final. The bill said that “the value of all items 
of real estate, as determined by this act, shall not be lowered except by the ap- 
proval of an assessor or by the tax commission.” 

Violations, including any officer who carelessly allowed or made a false or 
improper assessment, would be determined in a hearing before the Tax Com- 
mission. A fine of $10 or $500 could be invoked but no alternate sentence would 
be provided. 

The measure provides that the millage now levied (the tax rate) shall be re- 
duced in a way to correspond to the increased assessments which would result 
when all taxable property has been assessed at its proper value by the methods 
described. Just what is to be the fate of this measure remains to be seen. 

Clemson College G. H. AuLL 


TENNESSEE 


The Tennessee State Planning Commission has been probably the most im- 
portant agency in the state during the past few months in the initiation and pre- 
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liminary organization of civilian defense activities within the state. The top 
personnel of the Planning Commission interlocks with that of the state Defense 
Council. The staff of the Planning Commission, although admittedly inade- 
quate for the scope of the new tasks which have been thrust upon it, includes 
specialists experienced in community planning. In January of this year the 
Commission prepared the forms and apparatus for enrollment in voluntary 
civilian defense throughout the state. At the same time local defense boards 
were being set up in every county of the state. Shortly afterward local tire 
rationing boards were established. 

The Planning Commission continues to give assistance to community planning 
programs in various parts of the state, although these programs are being in- 
creasingly shaped by the requirements of the war effort itself. For instance, 
community planning in the Knoxville area deals with: (a) problems created by 
the flooding of areas by TVA reservoirs, (b) problems arising as a result of war 
industries and cantonments, (c) civilian defense planning, (d) public works 
program for the post-emergency period. 

It should not be concluded from the above that the state defense program in 
Tennessee is free of confusions and hindrances found in other states. Among the 
problems discussed most frequently by citizens who are anxious to maximize 
the effectiveness of the war effort are the following: (a) persisting tendencies in 
state and local governments to regard the filling of defense posts as “political 
plums” rather than vital civic assignments (b) lack of sufficient attention to the 
problems underlying matters of morale in the large Negro population. 


* * * 


Colleges and universities in Tennessee are in process of adapting their pro- 
grams to war requirements along lines recommended broadly by the Association 
of American Universities. Particularly in evidence are introduction of new 
offerings in technical fields of study, as well as general acceleration of the college 
programs. Vanderbilt University, for example, will go on a full year schedule 
beginning this June. New courses at Vanderbilt include among others: “Bomb 
Shelter and Air Raid Protection,” “Chemistry of Explosives,” ‘““Topographic 
Map Drafting.’”” A number of members of the Social Science staffs of Vander- 
bilt University and George Peabody College for Teachers will be active through- 
out the summer in the Institute of Research and Training in the Social Sciences. 
In announcing that this Institute will welcome scholars from other southern 
institutions, the economists of Vanderbilt and Peabody point to the fact that 
the Institute is housed in the new air-conditioned Joint University Library, 
where working conditions are comfortable even in the hottest weather. 

** * * * 


The Southern Conference for Human Welfare meets this year in Nashville, 
Tennessee. The Conference is called for April 19 to 21, which is approximately 
the publication time of this issue of the Journal. Speakers of national as well 
as southern prominence have been scheduled. The program for social and 
economic progress in the South, which has characterized the efforts of the Con- 
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ference since its inception about four years ago, is expected this year to be re- 
examined or re-formulated in the light of current requirements for the winning 
of the war. 


** KK 


A recent survey came to the conclusion that there is enough steel in the streets 
of Nashville, Tennessee (in the form of abondoned streetcar tracks) to build four 
1,500-ton destroyers for the U.S. Navy. The survey also showed that the steel 
will remain in the streets until a long-deferred street building program is begun. 
A local bond issue for this purpose is now one of the most pressing economico- 
political issues in the capital city of Tennessee. 

Fisk University Appison T. CUTLER 


VIRGINIA 


The volume of business in Virginia—industrial production, retail sales and 
income—reached an all-time peak in 1941. This growth of business was the 
result of the continuation of the normal industrial progress which between 1929 
and 1939 made Virginia the fastest growing state industrially in the country and 
of the defense program much of which is centered in the state. In August there 
were 603,000 persons employed in nonagricultural business establishments, an 
increase of 22.8 per cent over August, 1940. 

Under the impetus of the national defense program, an average of more than 
10,000 job openings a month were filled by the employment service division of 
the Unemployment Compensation Commission during 1941. Jobless payments 
declined 50 per cent compared with 1940, and practically all of the $2,900,000 
distributed during the year went to compensate workers totally unemployed. 
Meanwhile, the balance in the unemployment trust fund, despite the decreased 
tax yields because of reduced rates under the employer experience rating system, 
rose to about $27,000,000—an increase of $8,000,000. 

The increased industrial activity in the state caused also an impressive increase 
in industrial accidents during 1941. Figures released by the Industrial Com- 
mission show that during the year there were 23,000 accidents resulting in the 
loss of time and 12,500 of these caused the loss of more than seven days of work. 
The accident total represented an increase of 80.8 per cent compared with 1940 
and 130 per cent compared with 1939. The compensation and medical costs 
incurred as the result of accidents were approximately $2,700,000. 


eK 


In 1941 the unappropriated funds in the state treasury increased very rapidly 
and it has been estimated that the surplus at the end of the current fiscal year, 
July 1, will exceed $13,000,000—more than enough to pay the entire bonded 
indebtedness of the state. 

University of Virginia Grorce T. STARNES 
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PERSONNEL NOTES. 


W. M. Adamson, statistician in the Bureau of Business Research of the 
University of Alabama, has accepted a position with the War Production Board 
in Washington. 

B. G. Anders has been appointed an instructor of agricultural economics at 
North Carolina State College. 


Truman C. Bigham, professor of economics at the University of Florida, now 
serving as secretary of the Board of Investigation and Research, Transportation 
Act of 1940, has resigned as editor of the Southern Economic Journal. 


Gerald A. Brown, instructor in economics at the University of North Carolina 
in Chapel Hill, resigned early in February to accept a position with the National 
Labor Relations Board in Atlanta, Georgia. 


Buford Brandis, manager of the department of research and statistics of the 
Federal Reserve Bank of Atlanta, taught a course in war industries during the 
winter quarter at the Emory University School of Business Administration. 


R. P. Brooks, dean of the College of Business Administration of the University 
of Georgia, has been granted a leave of absence from the University to become 
regional price executive with the Office of Price Administration. His office is 
in Atlanta. 


James L. Campbell, instructor of business administration at Emory Uni- 
versity School of Business Administration, is now chief of the Direct Recruit- 
ment Section of the Fifth District of the United States Civil Service at Atlanta 


H. H. Chapman, professor of economics at the University of Alabama, is now 
in Washington with the Civilian Supply Division of the War Production Board 


S. L. Clement, associate professor of agricultural economics at North Carolina 
State College, has been granted a leave of absence for graduate work at Harvard 
University. 


Wilford J. Eiteman of Duke University has accepted a position with the 
Office of Price Administration. 


J. Gilbert Evans, associate professor of economics at the University of North 
Carolina, is in Washington in the Statistics Division of the War Production 
Board. 


J. Wesley Fly, assistant professor of accounting at the University of Florida, 
has been granted a leave of absence while serving as a Lieutenant in the Finance 
Division of the United States Army. 


Frank P. Graham, president of the University of North Carolina, has been 
made a member of the War Labor Board. 
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Lloyd L. Johnson is serving as instructor of accounting at the University of 
Florida. 


Charles R. Marsh, professor of economics and business administration at the 
College of William and Mary, has accepted a position with the Board of In- 
vestigation and Research, Transportation Act of 1940. During the second 
semester his work at William and Mary will be carried on by Professor Carl 
Poindexter. 


Boyce F. Martin, dean of the School of Business Administration at Emory 
University, has resigned to take a position with the Louisville Cement Company, 
Louisville, Kentucky. 


H. B. Moore of the department of economics at the University of Kentucky, 
has returned to the Bureau of Labor Statistics “for the duration’’ at least. He 
j8 stationed at Chicago. 


Donald Mulvihill, instructor in economics, University of Alabama, is now 
with the Office of Price Administration in Washington. 


James C. Nelson, formerly senior transportation economist with the Bureau 
of Agricultural Economics, has become assistant director of research and public 
control of the Board of Investigation and Research, Transportation Act of 1940. 


Rex Osteen of the University of Kentucky Board of Business Research has 
accepted a position in the War Department. Mr. Osteen handled most of the 
editorial work of the Bureau’s publication Kentucky Business. 


J. Carl Poindexter, head of the department of economics and commerce at 
Carson-Newman College, Jefferson City, Tennessee, has resigned to accept a 
position at the College of William and Mary, Williamsburg, Virginia. 


Earl P. Powers, assistant professor of accounting at the University of Florida, 
has been granted a leave of absence while serving as First Lieutenant in the 
Field Artillery of the United States Army. 


Roy L. Purvis has been appointed professor of accounting (part time) at the 
University of Florida. 


William J. J. Smith is now a part-time instructor at Duke University. 


Joseph J. Spengler has resumed his teaching duties at Duke University after 
being on leave during the first semester. 


V. B. Sullam has been appointed an assistant in agricultural economics at 
North Carolina State College. 


Lawrence W. Towle, of Lawrence College, Appleton, Wisconsin, is serving as 
acting professor of economics at the University of Florida. 


Weldon Welfling of Duke University has accepted a position with the Office 
of Price Administration. 
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Erich W. Zimmermann has resigned as Kenan Professor of Economics at the 
University of North Carolina to accept a Distinguished Professorship (Graduate 
Professor of Resources) in the School of Business Administration at the Uni- 
versity of Texas as of September, 1942. 
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Air Transportation 


By CLAUDE E. PUFFER, Ph.D. 


UNIVERSITY OF BurFraLo 
Why regulate air transportation? 

How should it be regulated? 

How much will it cost? 


U.S. Air Services, Nov., 1941, says: 
“These are significant questions. Dr. Puffer’s answers are equally significant. The book 
is a fine discussion of the problems, and it is unusual to find such a competent analysis of 
the economic and legal aspects of an industry so young in comparison to others. The 
author points out deficiencies, explains why they were wrong, and how they are being 
changed. This outline of the legal background and evaluation of trends is helpful at this 
time. Costs, rates, prices and markets are gone into thoroughly and related to the whole 
problem. Here we have an authoritative work replete with historical data, facts, figures, 
and charts which will endure and become a guide for many years to come.’’ 

Diagrams. 678 Pages. $8.76 (1941) 


Paying for Defense 


By ALBERT GAILORD HART and EDWARD D. ALLEN 


In Collaboration with Mary JEAN Bowman, O. H. BRowNLEE, CHARLES M. 
ELKINTON, CLIFFORD GALE JoHNSON, ADOLF MARGARET 
C. Reip, W. Witcox, and Viota Wycxorr of the Economics Staff, 
Iowa State College. 


How to design a system for financing the war, avoid 
inflation and distribute defense burdens fairly. 


Trusts and Estates, Nov., 1941, says: 
“In this volume, the relationship between inflation and fiscal policy is examined. The 
alternatives available—fiscal and non-fiscal (e.g., priorities, price control, rationing, etc.) 
are analyzed in non-technical language and their adequacy as a solution is clearly stated. 
Among the policies advocated to prevent inflation are a greater reliance upon taxes, broad- 
ening the tax base, collection of taxes at the source to reduce the time lag between ex- 
penditures and revenue, and frequent revision of taxes to meet changing conditions. This 
volume represents an important contribution to the current discussion and will prove 
invaluable to the libraries of all who are giving serious thought to these problems.” 

17 Diagrams. 275 Pages. $2.50 (1941) 
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MONEY AND BANKING 


REVISED 


WILLIAM H. STEINER and EL! SHAPIRO 
BROOKLYN COLLEGE 


Succinct and direct, this is a readable, practical and up-to-date 
statement of the fundamental principles of money and banking. 


785 pages $3.60 


AN INTRODUCTION 
TO ECONOMICS 


CLYDE G. CHENOWETH 
LOS ANGELES CITY COLLEGE 


A pointed, realistic study for the beginner, this text affords a 
clear presentation of the actual operation of our economic society. 


677 pages $3.00 


HOLT 257 FOURTH AVENUE NEW YORK 


* * 
THE MOST WANTED MANAGEMENT BOOKS 


OFFICE MANAGEMENT AND PRACTICES 


NEUNER AND HAYNES 


This textbook develops the various phases of office management from the ele- 
mentary office routines, including dictation and transcription work in the office, 
office filing and filing equipment, and methods of office communication, to the more 
complicated problems, such as office planning and layouts and selection and training 
of office personnel. Particular emphasis is placed upon office management in 
relation to the small or moderate-sized office. 


BUSINESS POLICIES AND MANAGEMENT 


NEWMAN 


This textbook, rather than stressing some one function, gives a balanced, over-all 
point of view of the problems facing a business administrator. The content of the 
book is presented clearly and logically under four major topics; namely, policies, 
organization, facilities, and techniques. The book is particularly well adapted 
for integrating courses in the junior or senior years or on the graduate level. 


SOUTH-WESTERN PUBLISHING CO. 


(SPECIALISTS IN BUSINESS AND ECONOMIC EDUCATION) 
7 CINCINNATI NEW YORK CHICAGO SAN FRANCISCO DALLAS 
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INTRODUCTION 


TO 
WAR EONOMICS 


By 


Brown UNIvERSITY;ECONOMISTS 


‘ 


INTRODUCTION TO WAR ECONOMICS has received en- 
thusiastic acclaim and immediate adoption. To meet the demand 
a second large printing was necessary within three weeks of its 
publication. In compact, clear, and interesting form the book 
presents a searching analysis and realistic study of the economic 
problems of America at war. It is the only book written espe- 
cially for required use in elementary economics courses. It may 
also be used effectively as the basis for a course devoted entirely 
to economic problems of war. 

Everyone teaching economic principles or economics of war 
will find this timely book a real teaching asset because: 


(1) It has been carefully and thoughtfully planned and 
written. 

(2) It is dramatic because it is up-to-date. 

(3) It is an enrollment builder because it builds real student 
interest. 

(4) It crystallizes the teaching of economics. 

(5) Its content reviews and applies economic principles. 

(6) It demonstrates the value of studying economics while 
we are at war. 

(7) It outlines economic policies for the post-war world. 

(8) It will readily replace the outmoded “Isms” chapters in 
elementary texts with current, fresh material. 

(9) It is 248 pages in length and the price is but $1.25. 


Send for an Examination Copy 

RICHARD D. IRWIN, Inc. 

332 South MicnicgAN AVENUE 
CHICAGO 


When you write to our advertisers, please mention The Southern Economic Journal 


A timely book for 1942 courses 


AMERICAN SOCIETY 


AND THE 


CHANGING WORLD 


PEGG, BROOKS, GODFREY, WAGER, SITTERSON 
BUCHANAN, MOWRY, SPRUILL, JOHNSON, ail of 
the University of North Carolina, and 
DUGAN, University of the South 


The most recent orientation text (January, 1942) and the only one which 
discusses American problems from the viewpoint of the dynamic world 
of today, now in swift transition. 


“It is clear that the problems of American society are so powerfully 
conditioned by the facts and forces of world life that they cannot be 
realistically treated except in terms of what is happening in Europe, the 
Far East, and Latin America.”—Preface 


What is happening around the world is covered in broad outline in the 
first eleven chapters with stress on significant movements and forces. 
These chapters are exceedingly timely in the light of current events. 
Then follow nineteen chapters dealing with the most pressing American 
problems—governmental and political, social and economic. The em- 
phasis is on description and analysis. Reading lists are provided. 


For years the authors have cooperated closely at the University of 
North Carolina in developing a successful introductory course on the 
social sciences. Their book combines a broad range of viewpoint and 
extensive teaching experienced with a unified plan which has proven 
itself in class use. 


601 pages octavo 5 maps ZO charts $3.50 


\ For further information, address 


101 FIFTH AVENUE _F. S. CROFTS & CO. new york, n. y. 
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“This manuscript is a welcome surprise in that it covers important 
ground ignored or inadequately surveyed in existing textbooks.” 
—Prof. Leonard L. Watkins, Univ. of Michigan 


Publication —- March 30th 


UR MODERN BANKING 
AND MONETARY SYSTEM 


By R. G. THOMAS, Purdue University 


Tus IS a unique text: a complete study of banking coordi- 
nated with a fresh treatment of the theory of money and prices. 
In addition to making easier an integrated course in banking, 
money, and prices, the book is readily adaptable for a course in 
any one of the three subjects. 


The exceptionally wide scope is but one of its many merits. 
Equally important is the unified presentation. This book elimi- 
nates the time-consuming repetition of subject matter and the 
conflict in viewpoint encountered when two or more texts are used. 
Moreover, the benefits are cumulative, because the section on 
banking paves the way for a better understanding of prices, price 
problems, monetary stabilization and control, and for other topics 
included in the second part. All new legislation affecting banking 
and finance in force today are integrated in the text. 


816 pages - $4.00 


THE ECONOMICS OF WAR BUSINESS CYCLES 


By HORST MENDERSHAUSEN, Colorado College 
By JAMES A. ESTEY, Purdue University 


Tuts DYNAMIC text shows the pitfalls in antiquated ¢ 

T IS THE BEST iextbook on busi- 
theories of war, and ness cycles that I have read. The au- 
thor explains complex theories in a 
simple way without, however, distorting 
or simplifying the theory. The book not 
only contains the recent developments 
in business cycle theory, but is well bal- 
anced and well written. I plan to use 


@ Studies the three main phases — defense preparations, 


cycles.” 
and readjustment to peace-time Professor A. Kester 


Duke University 
Widely adopted. 314 pages - $2.75 544 pages - $3.75 


@ Treats all economic aspects of the present war, of the 
war of 1914-18, and gives citations to other major wars. 


@ Analyzes the needs, potentials, and war economy of all 
leading nations. 


Send for examination copies today 
PRENTICE-HALL, INC.—70 FIFTH AVE.—NEW YORK 
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The Conditions of Expansion.......................-Summer H. Slichter 
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Fiscal Policy and the National Income: A Review......... Charles O. Hardy 


Communications, Reviews, Periodicals, and Notes 


The American Economic REviEw, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $5.00. Address editorial 
communications to Dr. Paul T. Homan, editor, AMERICAN Economic Review, % Brookings 
Institution, 722 Jackson Place, N.W., Washington, D. C. (temporary address); for information 
concerning other publications and activities of the Association, communicate with the Secretary- 
Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern Uni- 
versity, Evanston, Illinois. Send for information booklet. 
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Department of Economics, The University of Chicago 
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FOUNDED IN 1892. Published bi-monthly: February, April, June, 
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$10.00. Membership fees include $2.00 in payment for a year’s 
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